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Preface 


Antoni Estevadeordal and Louis W. Goodman 


This book contains four parts. The first introduces the core issues and concepts 
that are explored throughout the book as well as a new and original data set 
on regional public goods (RPGs). The second part further develops specific 
concepts important for understanding 21st-century RPGs: regional leadership, 
alliances, networks, and outcomes. The third part examines how cooperation 
takes place worldwide for a range of important RPGs. The fourth part dis- 
cusses how public goods are produced in specific regions, stressing that each 
region has a distinct context and that these contexts overlap in a decentered 
“multiplex” manner. 

There are two chapters in Part I. The first, “21st-century cooperation, 
regional public goods, and sustainable development” by Antoni Estevadeordal 
and Louis W. Goodman, introduces the core concepts and research questions 
for the study of RPGs, global governance, and sustainable development. It 
points out the importance of public good production for sustainable devel- 
opment, the implications of the possibility of slowing worldwide growth, 
prospects for change in regional cooperation configurations, and the concern 
that there is a growing gap between needed public goods and great power 
capacity to produce them. Building upon Kindleberger’s observation of the 
unlikelihood that the stability needed for sustainable development can be pro- 
vided by a hegemon, the chapter suggests that increased public goods will need 
to be generated from other sources, including regional sources. The chapter 
links concerns of economists and international relations analysts to suggest that 
a wide range of possible public goods should be examined, and that the dynam- 
1cs of sequencing, geography, institutional design and cooperation outcome be 
taken into account in understanding relationships among RPGs, global gov- 
ernance, and sustainable development. 

The second chapter, “Regional public goods cooperation: an inductive 
approach to measuring regional public goods" by Teng Liu and Theodore Kahn, 
offers an inductive data-driven approach for measuring and analyzing RPGs. 
It presents an original data set based on the United Nations Treaty Collection 
series to systematically measure international cooperation for producing RPGs. 
This data set is a resource for clarifying, with empirically based evidence, the 
boundaries of regions and the geographical jurisdictions of public goods. The 
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chapter provides a methodology for empirically measuring the intent to create 
RPGs by examining more than 50,000 international treaties on file in the UN 
Treaty Collection. Data on these treaties are coded based on functional areas 
important to international development, ranging from economic integration 
to peace and security. The resulting database provides an overview of RPG 
cooperation worldwide. While the results are preliminary, some points are 
clear: RPG cooperation is unevenly distributed, with developed countries like 
the United States dominating the landscape; RPG cooperation in economic 
matters outweighs other functions both in terms of amount and sequencing; 
finally, while the geographic sense of “region” still matters, nations may coop- 
erate and constitute a “region” based on a particular function. This chapter and 
its accompanying database serve as a starting point for further research into the 
implementation and impact of RPGs. 

Part II, “Regional leadership, alliances, networks, and outcomes," contains 
three chapters that further develop specific RPG-related concepts. Chapter 3, 
Amitav Acharya’s “Regionalism in the evolving world order: power, leader- 
ship, and the provision of public goods,” examines the roles, new and old, that 
RPGs have played and will play in the global order. It discusses global public 
goods, regional public goods, and national public goods in what the author calls 
“the multiplex world.” The multiplex world order is decentered and involves 
states large and small as well as state and nonstate actors in multiple layers of 
governance with complex global links. The chapter contrasts hegemonic (EU) 
regionalism and more open, integrationalist (Asian) regionalism with multiplex 
regionalism, and argues that a communitarian leadership style is most effective 
in the multiplex world order. The “ASEAN Way” is cited as an important 
example of regional cooperation for the generation of public goods in this 
type of multiplex world. The chapter concludes by suggesting that there are “a 
variety of pathways and mechanisms” for creating RPGs and that traditional 
mechanisms are evolving toward wider, more complex functionality, some 
under the influence of emerging powers. 

Chapter 4, Jacint Jordana’s “Transnational policy networks and regional 
public goods in Latin America,” begins with the observation that regional- 
ism in Latin America has been characterized for decades by a constant failure 
to advance institutionalization and economic integration beyond globalization 
pressures. In discussing this challenging situation, Jordana argues that a particu- 
lar and distinctive driver for regionalism is emerging in Latin America. The 
driver is rooted in a myriad of nonhierarchical policy networks operating across 
countries and sectors throughout the region. This network mode of regional 
integration is capable of providing RPGs and contributing to processes of policy 
diffusion. Using examples from the banking and telecommunication industries, 
Jordana suggests that networks of regulatory governance allow the emergence 
of informal mechanisms of regional cooperation, namely a rapid diffusion of 
regulatory innovations. However, Jordana observes that these networks have 
not necessarily been able to enlarge the provision of public goods in their 
policy areas, or to evolve toward stronger institutional forms. He argues that 
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promoting regulatory governance networks could help provide public goods, 
but that it cannot be the sole solution to the integration problems of the region. 
More promising are hybrid modes of governance that incorporate formal insti- 
tutionalization and the provision of tangible public goods. 

Chapter 5, “Can regional standards be above the national norm? Impact 
evaluation issues for regional public goods” by Joaquim Tres and Paulo 
Barbieri, discusses the impacts of small-scale RPGs such as multilateral arrange- 
ments for promoting phenomena including regional educational infrastructure 
standards, pharmaceutical purchasing capacity, civics teaching guidelines, 
migrant workers’ social security rights, and bicycle cooperative operations 
from the standpoint of how to create organizations to support the provision of 
these goods and their impacts. The chapter draws upon the experience of ten 
years of Inter-American Development Bank programs involving more than 
700 entities in more than 100 projects, each of which has created public goods 
that are seen as “small scale.” These small-scale public goods are of a different 
dimension to those most frequently discussed in the literature, such as goods 
that facilitate the operation of a regional trading and investment system or a 
regional defense umbrella. Nevertheless, these smaller-scale public goods can 
have significant sustainable development impacts as well as the capacity to gen- 
erate externalities that expand development cooperation within Latin America, 
Asia, and other regions. 

Part III, “New frontiers in functional cooperation," contains six chapters, 
each of which discusses the provision of RPGs in a separate and important 
functional area. Chapter 6, “Regional public goods: the case of migration” by 
Uni Dadush, discusses the set of institutions and policies that allow people to 
move freely across borders. Dadush argues that, in contrast to the prolifera- 
tion of regional trade agreements, the international coordination of migration 
has fallen short of what might be expected. This chapter compares the pro- 
vision of public goods at the global, regional, national and local levels and 
examines migration regimes as public goods, with particular focus on develop- 
ing regions, especially the Middle East and North Africa and Latin America. 
The lack of political representation of migrants, along with the asymmetry 
of benefits between the origin and destination countries, constrains the crea- 
tion of regional arrangements despite migration's development-promoting 
benefits such as remittances. The chapter argues that the provision of migra- 
tion RPGs can be successful if certain conditions are present, such as political 
will, complementarity of economic structures, ability to learn from each other, 
and effective coordination among countries. Most importantly, the biggest 
needs are domestic reforms, bilateral negotiations among partners in the largest 
migration corridors, and increasing engagement with the diaspora. 

Chapter 7 is “Connectivity and infrastructure as 21st-century regional pub- 
lic goods” by Jayant Prasad. Paying special attention to South Asia, Prasad 
discusses the importance of connectivity phenomena in five distinct clusters: 
trade, transportation, information and communication technologies, energy, 
and peoples. He argues that connectivity-related public goods are foundational 
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for regional integration and sustainable development. The key is envisioning 
specific projects that can leverage geographic proximity for mutual bene- 
fit. Initially, such projects may or may not be linked to regional integration 
schemes—some might begin with fewer partners so as to overcome politi- 
cal obstacles and demonstrate early success—and institutional design should 
provide space for both public- and private-sector actors and should be clear 
about financing. Since connectivity public goods often accumulate in small 
discrete steps, care should be taken to anticipate sequencing, and to document 
and communicate benefits resulting from increased connectivity and from the 
cumulative impacts of the diverse connectivity clusters spread across a region. 

In Chapter 8, “Open borders: a regional public good,” Johanna Mendelson- 
Forman discusses the evolution of borders from “public bads” separating nations 
to public goods facilitating international peace and prosperity. Following a 
review of Latin American history in which borders have largely separated 
nations, the chapter discusses ways that borders can be used to bring nations 
together and promote multilateralism. Mendelson-Forman stresses the impacts 
of borderless threats such as organized crime and natural disasters that push 
nations to cooperate, as well as domestic economic and social forces that wish 
to form links with neighbors. Brazil’s geopolitical situation and its 28 twin 
border city arrangements are discussed at length because Brazil shares borders 
with 13 other countries in South America. The chapter concludes by suggest- 
ing metrics that can be used to evaluate the extent to which open borders can 
generate public goods. 

In Chapter 9, “Advancing digitization as a regional public good,” Kati 
Suominen suggests that existing regional and global cooperation have yet 
to align with the digitization of international trade. The chapter reviews the 
impact of digitization on growth and trade and analyzes the state of digitiza- 
tion in different world regions and the extent of digital flows (including data 
flows and e-commerce) within different regions. Suominen finds that, despite 
the potentials of digital trade, governments around the world face challenges 
in broadening access to the Internet and digital technologies and translating 
access into usage by consumers and companies. Suominen proposes ways for 
countries to overcome these regulatory and technological obstacles so that 
they may translate digitization into trade, economic development, and inclu- 
sive growth through regional cooperation. These strategies include regulatory 
harmonization, trade facilitation, development aid to promote e-commerce, 
and regional innovation hubs. The author argues that regional actions can 
complement national and global policies and that creating digital scale econo- 
mies and spurring on regional e-commerce would contribute to a more fluid 
and frictionless global economy. 

Chapter 10, “Building regional environmental governance: Northeast Asia’s 
unique path to sustainable development” by Suh-Yong Chung, discusses the 
importance of creating public goods relating to environmental issues, especially 
among countries that are relatively isolated from their neighbors. The author 
focuses on the countries of East Asia (China, Japan, the Republic of Korea, and 
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the Democratic People's Republic of Korea), which have not concluded any 
multilateral treaties. This is a serious problem because environmental degrada- 
tion in the region has been escalating: the Yellow Sea is one of the most heavily 
polluted oceanic bodies of water in the world, and air pollution in the region 
has reached record levels. The resulting damage includes negative impacts on 
human health, interstate commerce, and possibilities for conflict resolution. 
The chapter argues that enhanced cooperation on a range of fronts would 
benefit these nations. It discusses Northeast Asia’s regional environmental gov- 
ernance approach, which is based on cooperation and “soft” environmental 
institutions and arrangements, in contrast with Europe’s older and more formal 
“convention protocol” approach. The author suggests that this cooperation- 
based approach may lend itself to the creation of RPGs in East Asia beyond the 
environmental sphere and argues that the construction of RPGs must take the 
distinct challenges of each regional situation into account. 

The final chapter in this part, Chapter 11, “The multilateral trading sys- 
tem and regional public goods” by Miguel Rodriguez Mendoza and Craig 
VanGrasstek, argues that the international trading system consists of two dis- 
tinct layers: the multilateral trading system, embodied by the World Trade 
Organization (WTO), and a large and growing system of regional trade 
arrangements (RTAs). The chapter describes the current state of the trading 
system, especially the increasing emphasis on regionalism over multilateralism. 
It also discusses the implications of this shift using a global public goods per- 
spective, considering how regionalism may contribute to discrimination while 
also strengthening the system. On the one hand, RTAs may transform the 
trading system, a true public good, into excludable club goods. From the per- 
spective of global public goods, however, the same processes seem more like 
opportunities for countries to cooperate. The chapter provides recommenda- 
tions on how to reinforce the positive aspects of regionalism and ameliorate 
its less desirable consequences to ensure that the net result is positive for the 
multilateral trading system. Rodriguez Mendoza and VanGrasstek assert that 
the net value of RTAs depends on whether countries have the wisdom and the 
will to incorporate them more fully into the multilateral trading system. While 
it is important to acknowledge the challenges that RTAs pose, insofar as they 
compete with the WTO and may undermine it, the authors argue that one 
must also recognize that RTAs have the capacity to help create a more solid 
and stable global trading system. 

The final part of the book, “Old and new regions in a multiplex world,” con- 
tains five chapters that discuss RPGs in Europe, North America, Latin America, 
Asia, and Africa. In Chapter 12, “European regional public goods: insiders and 
outsiders,” Michelle Egan discusses how the production of regional goods in 
Europe has changed since the creation of the European Union. This is particu- 
larly salient given the streams of refugees entering Europe and putting pressure 
on the continent’s open borders. The chapter provides an analytical discussion 
of the current situation and others in which attempts to provide public goods 
uniformly within a region have led to stratification and sociopolitical backlash 
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due to the varied factor endowments and historical contexts of the countries/ 
regions in question. It explains how the provision of RPGs evolved in the 
growing and maturing European Union and how this can produce conflict 
between market freedoms and “public service” objectives. It also discusses the 
difficulties in promoting economic development and addressing economic ine- 
quality, as well as the question of what types of RPGs it is feasible to generate 
in a context of budgetary constraints and austerity measures in member states. 
In this context, Europe has begun to move to “soft law” to provide flexibility 
of governance within its increasingly heterogeneous polity. Egan concludes by 
suggesting that these new modes of generating and evaluating RPGs in Europe 
may produce insiders and outsiders relative to Europe’s boundaries. One of the 
established objectives of the European Union has been to use its influence to 
induce non-European states to adopt European standards in a number of policy 
areas, thus producing another dimension of non-European stratification. This 
capacity may also be diminished in a situation of austerity and uncertainty, thus 
causing the uniform provision of European public goods to diminish aspects of 
integration both within and outside of Europe—hardly a smooth path toward 
regional and extraregional integration. 

Chapter 13, “Regional public goods in North America” by Tom Long and 
Manuel Suárez-Mier, discusses how Canada, Mexico, and the United States 
have created RPGs in North America. The impact of these goods on sustain- 
able development was slowed by the reaction of the North American partners 
in these arrangements (especially the United States) to 9/11 and by other polit- 
ical considerations. Against a backdrop of nearly two centuries of hegemonic 
threat by the United States, Canada and Mexico signed the North American 
Free Trade Agreement in 1994. By 2001, the region’s share of global GDP had 
grown from 30% to 36% but by 2015, due to the end of the dot-com boom 
and the 9/11 terrorist attacks, this percentage had fallen back to below 27%. 
The chapter examines these shifts and stresses that a resumption of the capacity 
for RPGs generation will depend on effective rule of law, especially regarding 
crime and disputes in Mexico and immigration in the United States. It also dis- 
cusses how RPGs in the areas of economic cooperation, social development, 
environment and energy, conflict resolution, connectivity, and governance 
impact the region. 

In Chapter 14, “Public goods and regional organizations in Latin America 
and the Caribbean: identity, goals, and implementation,” Carlos Portales dis- 
cusses the history of regional cooperation in the Americas and the evolution 
of regional and subregional public goods production as these arrangements 
have changed. While since the early 1800s Western Hemispheric regional- 
ism was a goal of political figures as distinct as James Monroe and Simón 
Bolívar, attempts to include or exclude the United States from organizations 
embracing the rest of the hemisphere have resulted in a diverse variety of 
regional and subregional organizations (with corresponding public goods), 
especially since the creation of the Organization of American States (OAS) 
in 1948, and there has been increasing overlap in the 21st century. Changing 
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and limited public goods generation in the region has been one outcome of 
the different groupings and organizations that have formed over the years, 
including ones in Latin America and the Caribbean (ALALC/ALADT), the 
Caribbean (CARIFTA/CARICOM), Central America (CACM/SICA), 
North America (NAFTA), South America (UNASUR), the Southern Cone 
(MERCOSUR), and ones based on an antihegemonic position (ALBA) and 
an Asia-oriented/open economy (Pacific Alliance). The chapter argues that 
a common definition of goals and the development of specific joint pro- 
jects are indispensable for increasing public goods in Latin America and the 
Caribbean. 

In Chapter 15, “Asia’s financial stability as a regional and global public 
good," Masahiro Kawai argues that financial stability 1s an essential public good 
that provides the necessary conditions for economic growth and employment 
creation. This chapter examines regional arrangements that promote finan- 
cial stability in Asia: the Chiang Mai Initiative (CMD, a network of bilateral 
currency swap arrangements now multülateralized as CMIM; the Economic 
Review and Policy Dialogue (ER PD), a regional surveillance process; and 
the ASEAN+3 Macroeconomic Research Office (AMR O). In particular, the 
chapter analyzes whether Asia has the capacity and expertise to manage pos- 
sible future financial crises through various measures for prevention, response, 
and resolution. The chapter also compares Asian institutions with other 
regional arrangements, particularly the European Stability Mechanism and the 
International Monetary Fund. Kawai suggests that Asian financial RPGs face 
the following challenges: inadequacy of financial resources, limited effective- 
ness of surveillance, close links with the IMF, and lack of procedural clarity 
and certainty in activating the CMIM. The chapter argues that, with significant 
progress in institutional quality, Asia can contribute to global financial stability 
by improving regional liquidity facility and surveillance arrangements. 

The final chapter in Part IV and the book, Chapter 16, is Richard 
Newfarmer’s “From small markets to collective action: regional public goods 
in Africa.” It is widely acknowledged that Africa emerged from colonialism 
with many nations having small national markets rife with tribal division. In this 
context, by providing common rules to widen markets, deepen infrastructure, 
and work collectively to provide security—in other words, RPGs—tregional 
cooperation holds the promise of contributing to the region’s peace and 
prosperity. However, integration efforts have fallen short of their ambitious 
objectives. This chapter examines why. Newfarmer looks at regional coop- 
eration in Africa with the objective of deriving lessons about the sequencing 
of agreements, institutional design, and outcomes. He considers the politi- 
cal economy of efforts at regional cooperation, reviews recent literature on 
the effectiveness of Africa’s regional trade agreements in promoting trade and 
changing the structure of trade, and concludes with observations about the 
next phases of Africa’s integration. 
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Introduction 


1 2lst-century cooperation, 
regional public goods, and 
sustainable development 


Antoni Estevadeordal and Louis W. Goodman 


Introduction 


Global economic cooperation will be different in the 21st century. There may 
be a “new normal” of slower economic growth worldwide with resultant 
adjustment difficulties for citizens and policy makers (El-Erian 2010). There 
may be changing international cooperation configurations as nations try to find 
new partners and/or undermine existing relationships. 

Spurts and shocks have increasingly shaped worldwide economic growth 
with the expansion of global trade. By the 1870s, the triumph of liberalism 
opened the doors to five great growth-propelling innovations: electricity, urban 
sanitation, chemicals and pharmaceuticals, the internal combustion engine, and 
modern communication, which the economist Robert J. Gordon (2000) has 
described as the “Great Inventions.” Over the past 150 years, the impact of 
these inventions and subsequent discoveries in other fields has been shaped by 
shocks that include the rise and fall of colonialism, two world wars, the Cold 
War, and its aftermath. A modern way of life has been created by the applica- 
tion of these innovations and their spread beyond the North Atlantic nations in 
which they were initially commercialized. 

With the unfolding of the 21st century, there has been increasing concern 
that the growth in the impact of the Great Inventions is slowing and that new 
innovations in fields like information technology and biology, while impor- 
tant, will not match the depth of the impact of those of the late 19th century 
(Gordon 2016). It has been predicted that annual global economic growth 
may fall to long-term levels that could be half of that experienced since the 
1870s. Further, in the 21st century demand has grown for the fruits of those 
inventions as the world’s population has swelled. An increasing share of this 
population has adopted a modern lifestyle and more state and nonstate actors 
are able to impact the capacity to sustain those lifestyles, for good or for bad. 

In North Atlantic and other nations that reaped the benefits of these inno- 
vations early on, there is concern that the foreseeable future may be a time of 
slow growth or stagnation (Gordon 2016). In nations whose citizens have only 
recently adopted modern lifestyles on a broad scale, the question of how to 
sustain this growth is referred to as “avoiding the middle-income trap.” The 
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desired outcome is sustaining economic growth so that standards of living can 
improve continuously. Best-case examples of this are the recent experiences of 
nations such as Singapore, Taiwan, and South Korea.’ 

Sustaining this economic growth in the 21st century will require new forms 
of innovation beyond the natural science-based changes initiated in the 1870s. 
Some of the most important innovations will occur in the fields of economics 
and global politics, which will facilitate new ways of organizing the benefits of 
the Great Inventions. The foremost of these will be the way in which “public 
goods”? are generated. With the end of the two world wars of the 20th century, 
continuing economic growth has been dependent on the global availability of 
goods such as a clean environment, widespread peace, global economic stabil- 
ity and predictable trade arrangements, stable financial and monetary systems, 
effective enforcement of the rule of law, and adequate numbers of healthy 
workers and consumers. A large but shrinking proportion of the capacity to 
produce these public goods has been provided by the world’s great powers, 
including the United States. As these nations’ capacities to produce all of the 
necessary public goods has contracted, new actors have stepped up to supple- 
ment them. These include nations other than the great powers, as well as states, 
cities, municipalities, nonstate actors and—the subject of this book—groups of 
often-contiguous nations, or regions. 

Questions have been raised about precisely how these public goods can 
be provided in the future by these many entities. Rapid changes in the 
21st-century world economy mean that answering them is a complex matter. 
Assumptions that were once unassailable can no longer be sustained. For exam- 
ple, the 21st-century world does not have a simple global North-South wealth 
hierarchy with the North constituting the “rich few” and the South the “poor 
many.” The gross domestic product of the South, which represented about 
20% of the global total in the late 20th century, had doubled to about 40% 
by 2012. Furthermore, as of 2010, 72% of the world’s population lived in 
what are now known as “middle-income countries.” Therefore, avoiding the 
middle-income trap and sustaining economic progress is a core issue for policy 
makers and citizens in nations throughout the world, be they rich or poor, and 
located in the North or in the South. 

Another question is precisely which configurations of nations will cooperate 
to produce public goods, be they global or regional. Through its “One Belt 
One Road” initiative, China is seeking to regain cooperative relations with 
states with which it once had mutually beneficial relations, some for nearly 
2,000 years (Rowe 2009). Many nations that cooperated in the 20th cen- 
tury under the aegis of the Warsaw Pact and the Soviet Union have now 
joined the European Union or look to it for significant economic cooperation, 
much to the dismay of the Russian Confederation. Britain’s vote to leave the 
European Union, increasing economic inequality among European countries, 
along with pressures brought to reinstate border controls in the Schengen Area 
by migration from some countries including Syria and Iraq, suggest that the 
nature of European cooperation is in flux. Political and economic change in 
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Mercosur and the evolution of the Pacific Alliance trade bloc, all suggest that 
new patterns of cooperation for the production of public goods may develop 
in Latin America. 

In the United States, a cottage industry has developed that examines what 
we consider to be the flipside of this coin—the consequences of the relative 
decline of the power of the United States in an increasingly multipolar world. 
Underpinning this discussion is the observation that, while retaining its place 
as the world's most powerful nation, the United States likely will not be able 
to continue to provide its current share of the world's global public goods 
(GPGs). The provision of GPGs by the United States has been particularly 
important for maintaining world order and sustained economic development 
since the mid-20th century.* 

Our advice to those who share this concern is the following: 


e Take this matter very seriously. The GPGs produced by the United States 
and other powerful nations will continue to be critical for worldwide 
cooperation for the foreseeable future. 

e Focus, too, on other sources of public goods—specifically city-based pub- 
lic goods, national public goods, and regional public goods (RPGs). It is 
our contention that, as the 21st century proceeds, global cooperation will 
depend increasingly on the coordinated production of public goods at all 
levels, including the global, regional, national, and municipal. 


The shrinking salience of global public goods 


Theorists from Kant (1795) to Kissinger (2014) have postulated that, beyond 
the power of hegemons, alliances are held together by common interests. In the 
contemporary world, an important source of common interest is creating and 
benefitting from public goods. While it would be ideal to promote international 
cooperation through public goods that are equally available to all nations and 
citizens—that is, GPGs—this has become increasingly infeasible. This is the case 
for a number of reasons: 


e The number and types of public goods that are expected to be available 
have increased and are increasing year by year. 

e Different types of public goods are required for specific regional, national, 
and municipal contexts. Thus it is unreasonable to expect that all public 
goods can come from a single source. 

e [tis beyond the capacity of even the world’s wealthiest nations to produce 
all desired GPGs while responding to their own national needs. 


One solution to the problem of instability caused by shortfalls in the pro- 
duction of public goods has been derived from the economist Charles 
P. Kindleberger (1973) in his book The World in Depression: 1929-1939. 
Kindleberger contended that the economic chaos that afflicted the world 
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during the early mid-20th century could be blamed in part on the fact that 
no nation had a globally dominant economy. He argued that the condition of 
a single nation having a globally dominant economy could only occur under 
very special (and unlikely) circumstances, an option he thus presented merely 
as a heuristic rather than as a condition that one should expect in empiri- 
cal reality. Applying this heuristic to the field of international relations has 
resulted in what has been called “hegemonic stability theory"—the idea that 
the stability of the global system, in terms of politics and international law, 
relies on a hegemon to develop and enforce the rules of the system. 

The case for the literal form of this theory was the foundation for Michael 
Mandelbaum's The Case for Goliath (2006). Mandelbaum argued that there is 
no feasible alternative to the United States as the provider of public goods for 
the global system. He stated that no other nation has the political will, the mili- 
tary and economic capacity, and the ability to generate sufficient international 
acceptance. He worried that self-destructive US domestic politics might criti- 
cally weaken the United States’ capacity to provide GPGs. 

The limitations of hegemonic stability based on a single hegemon have been 
widely noted. In a much-cited article, Duncan Snidal (1985) argued, as did 
Kindleberger (1973), that “the range of the theory (hegemonic stability the- 
ory) is limited to very special conditions . . . [the case of]... one large actor 
and many small ones." In fact, Snidal posited that hegemonic stability theory 
should be “viewed as a beginning rather than a reliable conclusion to inter- 
national politics," and that the central question raised by hegemonic stability 
theory should be “how the distribution of interests and capability affects pos- 
sibilities for collective action" (1985, p.613). The contemporary world is now 
far from being one in which there is a single dominant economy as imagined 
by Kindleberger in his heuristic, or the special case of one large actor and many 
small ones described by Snidal. Rather, with the rise of China, India, Germany 
and a host of lesser powers, the world is becoming increasingly multipolar, a 
process described by Peter J. Katzenstein in A World of Regions (2005). 


The growth of regional, national, and municipal 
public goods 


Thus it is logical that, if an increasing proportion of the means for responding 
to the needs of the ever wealthier and more multipolar world is to be found at 
the regional, national, and municipal levels, how this capacity might come into 
being should be a serious and detailed subject of study. A particularly impor- 
tant factor is understanding the circumstances under which public goods are 
provided by regional and local initiatives. 

While it may require coordination so that gaps do not develop in the creation 
of critical public goods such as financial regulation, the management of fissile 
material, or crime control, producing public goods on a regional level will cre- 
ate more local buy-in as well as the potential for the creation of instruments that 
are more appropriate for specific circumstances. This importance of local buy-in 


2 1st-century cooperation 7 


is described by Amitav Acharya (2009) in his book Whose Ideas Matter? which 
pays special attention to cases as temporally diverse as the spread of Buddhism 
to China and the consolidation of the Association of Southeast Asian Nations 
(ASEAN). Acharya argues that the key factor in sustainable international rela- 
tions is outside practices being adapted to local circumstances (a process he calls 
“constitutive localization”). His conclusion is that change is much more likely 
to be accepted and sustained by citizens if it is adopted through constitutive 
localization rather than through the imposition of hegemonic power. 

In addition to RPGs, increased production of national and municipal public 
goods will be required to provide the practical foundations needed to engage in 
global and regional economics and politics. Physical infrastructure such as high- 
ways, ports, dams, higher education systems, and connectivity capacity beyond 
telephony to broadband, are becoming increasingly important for nations and 
cities to be poised to engage in the evolving global knowledge economy. 

Public goods can be available at the global, regional, national, and com- 
munity levels. If, as theorists such as Acharya (2014) and Ikenberry (2011) 
have argued, regional alliances are becoming more important in global affairs, 
then regional cooperation and RPGs will be important for (1) binding nations 
together to form regional alliances helpful for navigating the fast-changing 
international political order; and (2) enhancing capacities for economic, politi- 
cal, and social development. 


Regional public goods and regional economic integration 


The economics literature presents a market-driven vision of integration, 
including RPGs, where efficiency is maximized when economic activity— 
and the policies to regulate it—extend across national borders. The processes, 
institutions, and actors that bring about expanded markets are left in the back- 
ground. How regional groupings form, take shape, and include or exclude 
members is addressed in comparative politics and international relations theo- 
ries. An early reference in the politics of regional integration is Haas’s (1958) 
functionalist framework in which interdependence through economic linkages 
creates demand for formal integration. According to Haas, the success of such 
projects depends on the constellation of urban-industrial interests that stand to 
gain from integration, the potential to forge cross-country coalitions among 
such groups, and the level of bureaucratization of decision making. 

Public finance literature on federalism suggests that regional integration and 
cooperation are determined by the benefits of size—due to externalities and 
economies of scale and scope—and the costs associated with heterogeneity 
of preferences and asymmetry of information. The optimal level of regional 
cooperation occurs when there are significant economies of scale and exter- 
nalities, together with a low heterogeneity of preferences and information 
asymmetries. This implies that there is potential endogeneity between the two 
factors. For example, increased commercial relations can reduce the degree of 
heterogeneity of preferences and information asymmetries. Similarly, a regional 
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integration agreement can create a large “region” that can, in turn, create 
conditions that give potential regional policies greater opportunities to take 
advantage of economies of scale. 

In addition to the underlying motivation for regional integration, it is 
important to understand how integration agreements come about. Often RPGs 
cannot be supplied by national governments acting unilaterally, and therefore 
cooperation among multiple countries is necessary. This requires the establish- 
ment of a formal agreement along with institutions to support it. The design 
and implementation of an effective cooperation agreement depend on the 
actions of the other countries. Generally speaking, RPGs are easier to supply 
than GPGs since countries in regional groupings tend to be more homog- 
enous, face fewer constraints in the form of information asymmetries, and have 
more opportunities for identifying the advantages of scale economies. 

Further issues relating to institutional design are explored in the so-called 
“subsidiarity principle.” According to the subsidiarity principle, a GPG is opti- 
mally allocated by a global institution, while an RPG is better provided by 
a regional institution. This implies additional advantages for using regional 
integration agreements for the provision of RPGs. Using the most localized 
jurisdiction reduces transaction costs by limiting participants, drawing on shared 
culture, and fostering repeated interactions. Furthermore, common values and 
benefits facilitate the development of regional institutions, which allows them 
to adapt more quickly to new circumstances. 

The payoffs from using regional integration agreements for the provision 
of RPGs come from the cost saving created by the institutional architecture 
that allows the demand for RPGs to be aggregated among members. Regional 
integration agreements can achieve economies of scope by offering “multiple” 
or “joint” regional goods and support complementary activities through mecha- 
nisms or redistribution to the least developed members of the group. Regional 
integration agreements can also improve the ability of the regional group to act 
jointly, for example, by acting as a “demandeur” of regional goods when dealing 
with the international donor community. In addition, the institutions involved 
in supporting the regional integration agreement can act as intermediaries in 
global networks that can contribute to a more optimal provision of GPGs. 


Regional public goods and sustainable development 


Attention to regional cooperation and RPGs is critical as efforts evolve 
to avoid the middle-income trap through strategies for national and local 
development. Regions are increasingly important for international relations 
as the role of the United States as the lone superpower diminishes. While 
the United States will remain the world’s most important nation for some 
time, the importance of other nations is growing. This change means that, 
to prevent disruptive international relations, attention must be paid both to 
sustaining the strength of the United States and to supporting the strength of 
other nations. With 21st-century international relations moving with great 
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speed and complexity, it is a challenge for a given nation or group to attempt 
to negotiate these relations without partners. One logical set of partners are 
regional neighbors: RPGs bind neighbors together and enhance their abilities 
to negotiate international relations both singly and as members of a group. 

RPGs are similarly useful for development. Working together to create public 
goods—as large as a defense umbrella or a trading system or as small as capacities 
for creating bicycle cooperatives or teaching civics in primary schools—increases 
the possibilities for development through both economies of scale and trans- 
ferring best practices. Such creation echoes the work of Joseph Schumpeter's 
(1942) “putting together the pieces" during the "creative destruction" of social 
and economic change or Albert O. Hirschman's (1958) "forward and backward 
linkages" and his notion of “voice” (Hirschman 1970), all discussions of how 
individuals can take the initiative and create value in development contexts. 
In fact, Hirschman's first book, National Power and the Structure of Foreign Trade 
(1945), is a discussion ofthe creation by post- World War I Germany ofan RPG 
(an eastern and southeastern European trading system) to enhance its political 
influence and its capacity for economic development. 


Regional public goods and sustainable development: key 
concepts 


To more fully lay the groundwork for understanding the role of RPGs in the 
global order, we suggest that five sets of concepts need to be discussed in a 
context in which regional cooperation is understood as being important both 
for the global order and for national development. These are: 


The definition of “public goods”; 

Sequencing in the process of public goods creation; 

The geographic scope of “regions” as they relate to public goods; 
An institutional design for RPG creation; and 

Measuring the output of RPG cooperation agreements. 


Qi + Q I — 


'The following sections explore these concepts in more detall. 


1. Public goods 


The classic definition of public goods offered by Paul Samuelson (1954, pp.387—389) 
in his paper “The Pure Theory of Public Expenditure” is “ [goods] which all 
enjoy in common in the sense that each individual’s consumption of such a 
good leads to no subtractions from any other individual’s consumption of that 
good.” This is the property that has become known as nonrivalry. In addition, 
a pure public good exhibits a second property called nonexcludability: that 1s, it is 
impossible to exclude any individuals from consuming the good. The oppo- 
site of a public good is a private good, which does not possess these properties. 
A good which is rivalrous but nonexcludable is sometimes called a common-pool 
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Table 1.1 Types of Goods 


Excludable Non-excludable 
Rivalrous Private goods Common goods (common- 
food, clothing, cars, pool resources) 
personal electronics fish stocks, timber, coal 
Non-rivalrous Club goods Public goods 
cinemas, private parks, free-to-air television, air, 
satellite television national defense 


Source: Based on http://en.wikipedia.org/wiki/Common-pool resource 


resource. A good that is excludable and rivalrous is called a club good. Table 1.1 
summarizes the qualities of these four types of goods. 

The Inter-American Development Bank project that produced the publica- 
tion RPGs: From Theory to Practice (Nguyen, Estevadeordal and Frantz 2004) 
used a relaxed concept of public goods that included some excludable and 
some rivalrous goods that were important for development and for interna- 
tional relations, but no private goods. This is important for understanding 
the roles of a wide range of regionally generated commodities for regional 
cooperation—beyond trade regimes, defense agreements, health measures, and 
environmental accords. 


2. Sequencing 


An important next question is to examine the extent to which trade coopera- 
tion is the first step toward regional integration or if, in specific circumstances, 
other functional areas such as transportation, logistics, border monitoring, con- 
nectivity, and labor agreements are foundational for cooperation. 

Much of the literature supports the notion that cooperation tends to be 
dynamic. Economic integration that takes place via cross-border transactions 
(and is formalized in regional trade agreements) generates demand for coopera- 
tion in other policy domains where the externalities of economic activity are 
directly felt, such as regulation, infrastructure, and environmental management. 
Cooperation in these areas could, in turn, provide momentum for further pol- 
icy integration.’ At the same time, economic and political integration have 
been acknowledged as being distinct realms, and the degree of cooperation 
among a set of states can vary across functional areas. This is particularly salient 
when one considers the distinct contextual arrangements in which different 
nations and regions have found themselves at different points in history. 


3. Geography 


A fundamental phenomenon for research on RPGs is the notion of "*region"— 
a basic concept for international relations. While national physical contiguity is 
a tempting measure of regionality, the fluid nature of national alliances and the 
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21st century’s capacity to transcend such contiguity suggests that a function- 
based definition of “region” may be appropriate in some circumstances. Thus, 
finding ways to measure “region” or using nongeographic but functionally 
related terms to denote the basis for cooperation among nations is important 
for understanding the various ways public goods can be created. 

In addition, the concept of “region” itself may be dynamic. Cooperation 
initiatives can expand or contract geographically to incorporate more partners, 
as has been the case in many formal regional organizations. However, in the 
absence of clear boundaries demarking one region from another, it is unclear 
how far this process might extend. At the same time, the subsidiarity principle 
suggests there may be an optimal regional scale for public goods provision, and 
that this scale will likely be different for different policy domains. This sug- 
gests that the traditional set of “regions” —corresponding more or less to broad 
geographic areas or well-established regional projects—may not be the natural 
locus for cooperation in all policy domains. 


4. Institutional design 


There is ambiguity surrounding the ideal institutional mechanism for achieving 
cooperation. While it is logical to question whether cooperation can succeed 
without empowered, formally incorporated, supranational bodies, the prolif- 
eration of small-scale agreements in narrowly defined policy realms suggests 
that a broad range of options is available to states in order to provide RPGs. 
By mapping a large sample of existing agreements according to their policy 
domains and institutional mechanisms, and applying metrics to assess outcomes, 
it may be possible to identify the most propitious institutional arrangements for 
RPG provision. In sociological studies, it is often the case that “informal” 
groupings are found to be as effective as or more effective than formally consti- 
tuted organizations. Identifying the formal and informal patterns of association 
that generate public goods and produce desired outcomes could help map the 
evolving structure of international cooperation and create understandings of 
how it might best facilitate sustainable development. 


5. Outcome of cooperation 


Avoiding the middle-income trap, preventing stagnation and sustaining eco- 
nomic development is no simple feat. Many intermediate and parametric 
outcomes are required if this result is to be achieved. The effect of trade agree- 
ments, for example, has often been gauged simply by whether or not they 
stimulate trade flows between partners. Similarly, fora such as the Group of 
Twenty or the Summit of the Americas can be evaluated by the contents of 
the formal declarations resulting from such meetings. However, outcomes and 
externalities—be they of the hard or soft power variety—need to be investi- 
gated in terms of the actual economic and political cooperation they imply. 
Thus, at a minimum, in addition to impacts on economic phenomena such 
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as trade, investment, and employment, scholars and policy makers should strive 
to understand the relationship between RPGs and a nation’s ability to navigate 
the global order. Avoiding the middle-income trap may appear to be a pale 
substitute for Kantian perpetual peace, but it may very well be an important 
step in that direction. 


Notes 


1 For a discussion of the middle-income trap and sustainable development, see Kohli 
(2011). 

2 Public goods are commodities that are available to all members of an alliance. When 
consumed by one member, the consumption potential for other alliance members 
is not actually or potentially reduced. Examples of public goods include lighthouses, 
defense umbrellas, trade and finance systems, public entertainment, clean air and 
water, healthcare, and open-source software. 

3 See De La Torre et al. (2015:3). 

4 See, for example, Acharya (2014), Brzezinski (2012), Ikenberry (2011), Kupchan 
(2012), and Lieber (2012). 

5 See, for example, Estevadeordal and Suominen (2009). 
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2 Regional public goods cooperation 


An inductive approach to measuring 
regional public goods 


Teng Liu and Theodore Kahn 


Introduction 


Regional public goods (RPGs) are a complex concept. The core features of 
"publicness"—nonnvalry in consumption and nonexclusiveness of benefits— 
are well known to any economics student and continue to be the basis for 
analysis in the literature. At first blush then, an R PG is simply a public good 
that provides nonexclusive and nonrival benefits to individuals in a well- 
defined region.! RPGs thus occupy a middle ground between strictly national 
and global public goods (GPGs). So far, so straightforward. However, a close 
examination quickly uncovers problems with both the "regional" and the 
"public goods" concepts as they are commonly applied in both policy and 
academic discussions of RPGs. 

First, there is a lack of conceptual and empirical clarity on the boundaries 
of a region (De Lombaerde et al. 2010). A fundamental problem in studying 
RPGs, therefore, is that we do not precisely know the boundaries and location 
of the regions themselves. Are they groups of neighboring countries, areas with 
similar geographic characteristics, or formal political organizations above the 
level of the nation-state? Each of these conceptions of region has been implic- 
itly or explicitly used in work on RPGs. 

A second, related problem is the challenge of knowing a priori the geo- 
graphical extent of a given public good. Many “classic” national public goods 
such as highway systems or defense can have regional spillovers, and, at the 
other end of the spectrum, it is particularly difficult to distinguish RPGs from 
GPGs. Thus, not only do we not know where the regions are, we also cannot 
be sure precisely which public goods they should be producing. 

This ambiguity clearly poses problems for the measurement of RPGs, 
which is the main concern of this chapter. In light of the conceptual chal- 
lenges previously outlined, much of the (small) literature aiming to measure 
RPGs focuses on development financing from aid agencies to support regional 
public provision in developing countries? While this approach can uncover 
useful information, it has several drawbacks. First, the tendency to view RPGs 
through the lens of official development assistance (ODA) risks conflating the 
two concepts, with potentially negative consequences for the provision of both 
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regional (or global) public goods and development assistance to poor countries 
(Kaul and Le Goulven 2003). More fundamentally, this approach completely 
excludes developed countries, and it captures only one of many mechanisms 
through which R.PGs can be produced. 

Far from being a secondary concern, the mode of provision is absolutely 
central to the RPG concept. We explain how two core concepts in the theo- 
retical analysis of RPGs—subsidiarity and aggregation technology—suggest 
that when it comes to RPGs, the “how” matters. The mechanisms, actors, and 
jurisdictions that provide the RPG are critical for efficient provision. But we 
know very little about how and where RPGs are actually produced. 

This chapter aims to address this gap through an inductive, data-driven 
approach to analyzing RPGs. We present an original data set, based on the UN 
Treaty Collection series, which allows us to systematically measure a particular 
mode of RPG provision: cooperation among national governments to produce 
RPGs. In defining such cooperation, we exclude ODA; while ODA can also 
promote RPGs, we are interested here (for reasons later explained) in the 
efforts of states to provide RPGs through cooperative arrangements rather than 
the provision of bilateral or multilateral aid. 

This approach enables us to map the existing ecosystem of RPG coop- 
eration and observe patterns across space, time, and types of public goods. 
Through this exercise, we can gain empirical traction on the core conceptual 
questions that befuddle discussions of RPGs: what are the relevant boundaries 
of “regions”? How do these differ for different public goods? Which public 
goods should be properly thought of as “regional”? 

These questions are not merely of academic interest. RPGs are increasingly 
important to the prospects of developing economies, but the conceptual and 
empirical challenges previously discussed prevent us from drawing systematic 
conclusions about their effectiveness. While this data set does not measure the 
coverage, quality, or impact of actual public goods provision, knowing which 
groups of countries are cooperating to produce which public goods is an impor- 
tant step toward doing so. 

The chapter proceeds as follows. Section 2 lays out the motives behind our 
approach to measuring RPG cooperation by reviewing the existing definitions 
and concepts surrounding RPGs and their provision. Section 3 describes the 
data set and methods employed in our empirical analysis. Section 4 presents 
the framework and an overview of our results, and section 5 provides our 
conclusions. 


Defining, producing, and measuring regional public goods 


Definitions 


As discussed above, RPGs can be defined in a straightforward way as public 
goods whose nonrivalrous and nonexcludable benefits extend to individuals 
in a well-defined region.* Of course, this formulation is problematic precisely 
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because regions are rarely well defined. In policy and academic discourse, the 
label is applied to formal supranational political institutions and geographic 
neighborhoods whose precise boundaries are unspecified. Efforts by scholars of 
RPGs to better specify the boundaries of regions underscore this point (Reisen, 
Soto and Weithóner 2004), for example, define the spillovers from RPGs as 
extending to “countries in the neighborhood of the producing country, in a 
region which is smaller than the rest of the world.” Other authors explicitly 
acknowledge the complex and multifaceted nature of regions. Sandler (2004) 
writes that a region is “a territorial subsystem that may be geological; geocli- 
matic; geographical in terms of continental placement; cultural; or political.” 
Nor is the ambiguous nature of regions confined to discussions of RPGs. Genna 
and De Lombaerde (2010) argue that studies of regional integration are plagued 
by “a lack of conceptual clarity concerning the population of “regions.” 

Given this inherent ambiguity, some analysts have sidestepped the issue 
of the boundaries of regions and deductively defined the group of public 
goods that are likely to be regional in their extent (see Raffer 1999; Te 
Velde, Morrissey and Hewitt 2002). These authors review project portfo- 
lios and classify them as “global” or “regional” based on their estimation of 
the likely spillovers. The issue here is that it is very difficult to distinguish a 
priori between RPGs and GPGs. In policy domains such as environmental 
protection or public health measures, efforts to produce public goods may 
generate positive spillovers across many parts of the world without being 
truly global. Thus there exists considerable ambiguity in both the “regional” 
and the “public goods” components of existing definitions of RPGs, which 
poses formidable challenges to measurement. 

Of course, there is also a rich debate surrounding the public nature of 
goods, which has led to efforts to measure the “publicness” of various shared 
goods.’ In the context of GPGs, Kaul and Mendoza (2003), for example, 
argue that “publicness” is not an inherent quality of goods but instead depends 
on a triangular interaction among policy making, distribution of benefits, and 
consumption. While it is important to acknowledge this additional ambiguity 
surrounding the concept of “publicness,” we sidestep this debate and use an 
expanded definition of public goods that include those commonly classified 
as club or common goods.^ This approach allows us to focus on the specific 
conceptual issues that arise when public goods are regional in scope, which, 
as this chapter argues, have important theoretical and practical implications. 


Producing RPGs: aggregation technology and subsidiarity 


There are two additional concepts of fundamental importance for the analysis 
of RPGs that suggest an alternative approach to measurement. The first is 
aggregation technology, which refers to how the contribution of different coun- 
tries determines the overall level of provision. Aggregation technology differs 
for different RPGs. The possibilities, in principle, include summation (each 
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country’s efforts are substitutable, and the total level equals the sum of each 
country’s contributions); best shot (the largest country contribution determines 
the aggregate level); and weakest link (the lowest country contribution deter- 
mines the aggregate level), with several intermediate or hybrid possibilities.’ 
The nature of the aggregation technology affects the optimal vehicle for provi- 
sion. For example, if the overall level is determined by the contribution of the 
least capable country (as is the case with regional air traffic control systems), the 
best scenario may involve financial or technical assistance to weaker partners. 

The introduction of diverse aggregation technologies does not, at first 
glance, help make headway on the issue of measurement. In fact, it would 
appear to present yet another concept that does not easily lend itself to 
empirical analysis. 

However, the notion of aggregation technology as a core characteristic of 
RPGs does provide traction on the measurement issue by highlighting the 
importance of how RPG production occurs. The presence of diverse aggre- 
gation technologies means that a group of countries seeking to provide a 
common RPG will have to coordinate their individual contributions in order 
to ensure an efficient use of available resources. If the RPG is characterized 
by summation technology, then the group can increase overall provision by 
exhorting individual governments to contribute more. On the other hand, if 
the good features best-shot or better-shot technology, then additional efforts 
by less capable partners will be wasted. 

RPG production, therefore, requires an institutional arrangement that 
allows for coordination, monitoring, and adjustment. In the absence (for the 
most part) of regional governance institutions with binding authority, such 
an approach generally requires voluntary cooperation and collective action 
(Anand 2002). The importance of this coordination mechanism for the pro- 
duction of RPG is so fundamental that Sandler (2001) argues the key obstacle 
to RPGs provision is not financial but institutional. 

The principle of subsidiarity provides additional support for the proposition 
that the institutional arrangements supporting RPG provision are a paramount 
concern. A pillar of public finance theory, subsidiarity holds that the politi- 
cal jurisdiction responsible for administering a public good should correspond 
to the economic jurisdiction—that is, the extent of the good’s beneficiaries 
(Oates 1972). Adherence to subsidiarity makes an efficient level of provision 
more likely ceteris paribus, as policy makers will take into account the full pop- 
ulation of beneficiaries. At the regional level, therefore, some form of regional 
institution or forum would be ideally situated to provide R PGs.° 

The goal of this brief discussion is to underscore that the "how" matters in 
thinking about RPGs provision. The nature of RPGs is such that efficient pro- 
vision likely requires institutional mechanisms that allow for coordination and 
cooperation among two or more countries. At the same time, the discussion thus 
far has shown that from an empirical standpoint it is difficult to know ex ante 
which groups of countries form the relevant “regions” and which particular public 
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goods they should be jointly providing. The next section explores the implications 
of these statements for measuring RPGs. 


Implications for measurement 


As is the case with private goods, one can in principle measure several aspects 
of public goods: production, supply, demand, consumption, and impact. In 
practice, however, measuring these aspects is inherently difficult, requiring the 
use of proxies and indirect measures (for example, measuring schooling and test 
scores instead of directly measuring education).? 

On the supply side, researchers are often interested in measuring the effi- 
ciency of governments in providing public goods. A common approach here 
is to measure coverage. For example, one might take the kilometers of paved 
highways per overall surface area as an indicator of transportation infrastructure 
or the percentage of households connected to a formal electricity grid in a 
municipality as a measure of energy provision. 

Implicit in the logic of measuring public goods coverage is that the rel- 
evant jurisdiction is known. In other words, we understand the boundaries 
over which the public good should extend as well as the level of government 
responsible for its provision (i.e. the political jurisdiction). If we are interested 
in the provision of local sanitation services in a particular country, we have 
well-defined states, provinces, and municipalities across which to measure cov- 
erage. Naturally, researchers choose to analyze the jurisdiction responsible for 
provision if the aim is to assess the public sector’s effectiveness in providing a 
particular public good. If states are responsible for basic education, we should 
look at schooling indicators at the state level to evaluate their efforts. 

The same cannot be said, however, about RPGs. In light of the ambiguity 
surrounding the boundaries and population of regions, the relevant jurisdictions 
over which we would expect an RPG to extend, as well as the actors respon- 
sible for its provision, are in many cases uncertain. This state of affairs clearly 
presents challenges for measuring coverage of RPGs. As we do not know ex 
ante what the boundaries of the region are, we lack a clear benchmark. 

Other approaches to measuring public goods confront similar problems at 
the regional level. Contingent evaluation, initially developed in environmen- 
tal economics, uses surveys “to elicit the willingness of respondents to pay 
for (generally) hypothetical projects or programs” (Portney 1994). As many 
public goods are not exchanged in markets, this method provides important 
insights into the demand for them. However, applying this method to RPGs 
may prove challenging due to cultural differences and the inherent uncer- 
tainty over the distribution of benefits from transnational projects (Laffont 
and Martimort 2005). 

There are also ways to measure the benefits and impact of public goods 
ex post. Adhikari and Weiss (2004) have devised a framework to assess the 
economic outcomes of multi-country development projects using net present 
value (NPV) and internal rate of return (IRR). This method is most useful 
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when financial parameters of both inputs and outcomes are well defined and 
therefore is not appropriate for RPGs such as environmental protection, 
disease prevention, and institutional building. 

Impact evaluation has come to be regarded in some circles as the gold 
standard for measuring project outcomes. However, this approach has strin- 
gent requirements in terms of sampling, counterfactual selection, and limiting 
spillover effects of the program intervention (i.e. the counterfactual becomes 
affected by the project) that impose increasingly complex logistical challenges 
as the scale of the project increases. While impact evaluations of RPG projects 
exist—see, for example, the Inter-American Development Bank (IDB) project 
to reduce medical supply prices (2007—2012)—most impact evaluations examine 
local or municipal-level projects. 

This brief survey suggests that the complex characteristics of "region" and 
regionalization pose considerable challenges in applying existing techniques for 
measuring public goods to RPGs. In light of these circumstances, a logical and 
necessary first step would be to measure the various efforts to produce RPGs. 
In other words, we should start by measuring inputs rather than outputs. These 
inputs may be financial or institutional. The former would measure the quantity 
of public resources invested in RPG provision; the latter the creation of organi- 
zations, forums, agreements, or treaties among groups of countries that aim to 
produce RPGs or that provide the institutional basis to support RPG provision. 
In turn, a refined technique for measuring R PG inputs will provide a basis for 
measuring other aspects of RPGs such as their coverage, quality, and impact. 

Unlike in the case of national public goods, data sets on public spending by 
governments on RPGs are not widely available." There have, instead, been 
some attempts to measure financial inputs via studies of ODA for GPGs and 
RPGs. Several papers at the turn of the 21st century pioneered this approach, 
using OECD Creditor Reporting System data on ODA allocations, which are 
classified at five-digit level categories according to their objective (Rafter 1999; 
Te Velde et al. 2002; World Bank 2001). These studies then identify the outlays 
oriented toward GPG provision according to their own criteria. The results 
suggest that ODA for GPGs is considerable (estimates range from US$3 billion 
to US$14 billion a year) and has increased considerably since the 1970s. Reisen 
et al. (2004) use a similar approach to estimate that 15 percent of grant alloca- 
tions were aimed toward provision of RPGs (GPGs accounted for another 15 
percent) between 1997 and 2002, totaling around US$5 billion a year. The vari- 
ation among these estimates attests to the inherent ambiguity in determining ex 
ante what constitutes a GPG as well as distinguishing between GPGs and RPGs. 

Studies of the amount of ODA spent on RPGs, while useful and inform- 
ative, capture only one aspect of the universe of RPG production. By 
definition, they exclude RPGs involving developing countries as well as 
cooperative efforts to produce RPGs among developing countries themselves 
that are independent of aid. 

More fundamentally, they primarily identify financial rather than institutional 
inputs into RPG production. Multilateral institutions, and regional development 
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banks in particular, can play a key institutional role by coordinating the production 
and distribution of RPGs and acting as an honest broker (Estevadeordal 2004). 
However, given the importance of collective action at the regional level for effi- 
cient RPG provision for the reasons previously discussed, it is necessary to develop 
tools to measure this mode of RPG production as well. 

The rest of this chapter presents a new data set that provides just such a tool. 
The data set consists of cooperation agreements among countries to produce 
RPGs." In contrast to existing approaches that focus on ODA, the scope of 
RPG cooperation spans the entire globe and captures the efforts of sovereign 
states to form voluntary, cooperative arrangements with the explicit and primary 
objective of producing RPGs. In this way, the key variable of interest—R PG 
cooperation—can be seen as an institutional input to RPG provision, rather 
than a financial one. To our knowledge, the only similar approach to measur- 
ing RPG creation is Estevadeordal and Suominen (2008), which uses data on 
trade and cooperation agreements to study the relationship between economic 
integration and cooperation in public goods areas.” 

The data set offers an inductive, data-driven approach to the core con- 
ceptual problems surrounding RPGs. Rather than relying on preconceived 
regional boundaries? or specifying ex ante which public goods have regional 
spillovers, we can observe which groups of countries are actually making 
efforts to create RPGs and which public goods are actually being produced 
at the regional level. This approaches also embraces the possibility that the 
geographic locus of RPG production will likely vary from one public good to 
the next. Importantly, a better understanding of the geographic and functional 
breakdown of RPG production—that is, knowing which groups of countries 
are cooperating to produce which public goods—is a critical first step toward 
measuring the output and effectiveness of such efforts. Understanding the rele- 
vant regional jurisdictions of different RPGs allows us to apply commonly used 
approaches to measuring public goods provision at the local and national levels. 

Of course, cooperation agreements are only one among many technologies 
for producing RPGs, and the purpose of the data set is to complement rather 
than replace existing measures based on ODA. Such agreements are, however, 
an important mode of RPG production, considering the potential efficiency of 
regional provision of RPGs (an application of the subsidiarity principle) and the 
importance of collective action in light of various aggregation technologies and 
the need for flexibility and potential cost sharing. The next section describes 
the construction of the data set and presents initial descriptive statistics. 


Data set and methods 


Measuring RPGs: the variable 


As discussed above, we use formal international agreements (i.e. Institutional 
arrangements) to depict the universe of RPGs. In essence, we are empirically 
measuring the input into RPGs by constructing a methodological framework 


Measuring regional public goods 21 


and an original indicator through the quantification of international agreements. 
This variable is “RPG cooperation,” which illustrates the frequency/number of 
RPGs that national governments intend to create within a given period. More 
specifically, international treaties serve as indicators of RPG cooperation. 

It is worth stressing once again that this variable measures the existence of 
an instrument of RPG creation rather than the outcome of RPGs. An RPG is 
not always created after the signing of a pertinent international agreement. 
Therefore, we only measure efforts to attempt to create RPGs as approximated 
by numbers of international treaties. 

Signing formal treaties is only one of the many instruments for creating 
RPGs; informal international agreements may also facilitate cooperation and 
RPG creation. For instance, members of the Association of Southeast Asian 
Nations (ASEAN) use a consensus principle for their decision making which 
does not necessarily result in treaties. Additionally, the “RPG cooperation” 
variable does not account for RPG projects directly funded by regional organi- 
zations such as the Asia-Pacific Economic Cooperation (APEC) or multilateral 
institutions such as the IDB or ADB. 

While the absence of formality facilitates flexible arrangements, it also cre- 
ates challenges in sustaining cooperation. Because a treaty is legally binding, the 
incentive for participants to defect is considerably reduced. This is an important 
rationale for using treaties as proxies of international cooperation. Admittedly, 
the focus on formal cooperation in this study may leave out RPGs created 
through informal mechanisms. 

To construct the “RPG cooperation” variable, we employed an empiri- 
cal approach based on quantitative analysis of legal texts. The World Trade 
Organization (WTO) and the World Bank have previously developed this 
approach. The World Bank’s “Quantitative Analysis of Road Transport 
Agreements (QUARTA)” report examines the openness and restrictiveness of 
77 bilateral agreements, and their relationship to international trade smoothen- 
ing. It evaluates an agreement based on criteria pertaining to openness, using 
a scoring template. Through this approach, each international agreement will 
have a numerical score, reflecting the strength of its openness. 

Inspired by this study, our research uses an even simpler approach: we 
counted the number of agreements that nation-states have signed, while 
partially examining the legal texts themselves. Due to the large sample size 
(initially over 100,000 observations), it was impractical to evaluate all the trea- 
ties’ contents in great detail. This means that the variable only measures the 
quantity but not the quality or depth of RPG cooperation. 


Data sources and sampling 


The research sourced data from the United Nations Treaty Collection 
(UNTC)", more specifically the United Nations Treaty Series (UNTS). 
UNTS contains both bilateral and multilateral treaties. ^ Pursuant to Article 102 
of the United Nations Charter, member states must register all international 
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agreements that they sign with the UN Secretariat, which then publishes these 
legal texts (UNTS 2012, p.29). 

Due to this requirement, the UNTC is probably the most comprehen- 
sive database of international agreements and provides a representative sample. 
However, it is important to note what the database does not include. First, 
there is no clear deadline for registration, which means that some active agree- 
ments have not been recorded. In some cases, there is a lag of years between an 
agreement entering into force and being registered with the UN. On the other 
hand, all the treaties deposited with the secretariat have been ratified. 

Despite clear registration guidelines, the types of documents that should be 
registered remain ambiguous. In the United States, for instance, “treaty” and 
an “executive agreement” are both ways for the country to enter into interna- 
tional arrangements.'^ Yet there is a clear distinction between the two, in that 
executive agreements are only governed by domestic laws. Therefore, most of 
the US preferential trade agreements (PTAs)—which are by definition execu- 
tive agreements—are not registered with the UN because they are simply not 
considered treaties by the USA and thus are not subject to the governance of 
the international legal system. 

Nevertheless, UNTC still provides valuable information. This research project 
constructs a panel data set of 186 countries and all their treaties (both bilateral and 
plurilateral) through 1945-2014. Our data set does not include open multilateral 
treaties such as the Convention on the Elimination of All Forms of Discrimination 
against Women, as they are global treaties seeking to create GPGs. 

The sample in our study incorporates the vast majority of the nation-states in 
the current world system. Besides countries, international organizations also have 
treaty-making capacity. Consequently, the treaties in UNTC are conducted 
between: 


1 States; 
2 States and treaty-making international organizations;" and 
3 Treaty-making international organizations.'* 


However, the main unit of analysis in this research is the nation-state. In other 
words, the data set includes treaties in the above-listed categories (1) and (2) 
but not in (3). Compared to international organizations, states constitute the 
basis of the international system and therefore are a good starting point to 
examine international cooperation and RPGs. Additionally, the process and 
objectives of treaty making solely between international organizations may be 
very different from those involving national governments. 


Variable construction 


The data set downloaded from UNTC originally contains over 100,000 obser- 
vations (the number of treaties). It includes some duplicate values and blank 
treaties," which were eliminated in the variable construction process. Besides, 
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many international treaties also entail subsequent amendments. As important 
as these amendments are, including them could lead to double counting, so 
amendments were removed from the data set. After this cleanup procedure, 
the number of observations was reduced to approximately 89,000. There were 
two main steps in constructing the “RPG cooperation” variable: 


1 Separate ODA from RPG cooperation; and 
2 Code RPG cooperation by functional areas. 


Within our framework, RPG cooperation and ODA are differentiated based 
on the level of interdependence and mutuality of benefits.” First, ODA is a 
one-way flow of assistance from donors to developing country beneficiaries, 
and must, in the case of financial assistance, take the form of concessional fund- 
ing (or soft loans!) with a grant component of at least 25 percent. In contrast, 
RPG cooperation involves two or more parties acting together to achieve 
development outcomes. In this process, the parties rely on each other to con- 
tribute funds, technical expertise, and human resources. 

Further, producing mutual and relatively equal benefits is another key char- 
acteristic of RPG cooperation.” The benefits of ODA are mainly channeled 
to recipients/developing countries. In comparison, the benefits of RPG coop- 
eration should accrue to all parties involved, whether they are developed or 
developing countries. For example, funding and technical assistance provided 
by a donor agency to cure animal diseases is clearly ODA, in that it only 
benefits the recipient country. However, collaboration between countries on 
controlling animal diseases in the frontier region is RPG cooperation.” 

In order to better analyze the scope of RPG cooperation, a system of func- 
tional categories pertaining to international development is needed. UNTC 
has coded each treaty document with subject terms. However, this UNTC 
classification is neither concise nor analytically useful. There are a large num- 
ber of subject terms (787 in total), and they are not organized in a coherent 
manner. While some subject terms correspond to functional categories such as 
education and energy, others simply are names of geographic locations, organi- 
zations, and even of academic disciplines. Therefore, to facilitate analysis, we 
have devised a new system of classification. 

This project constructs and analyzes the variable “RPG cooperation” 
across six functional areas, as shown in Table 2.1. This taxonomy is based 
on a variety of sources: the OECD aid statistics codes;** UN Sustainable 
Development Goals;* RPG projects financed by the IDB; and Sandler 
(2007).?* The synthesis of these sources provides a relatively complete picture 
of matters important to sustainable development and peace. These issues lie 
in the environmental, economic, social, and political spheres. Some of them 
can be solved within national borders, while others (e.g. communicable dis- 
eases, climate change) permeate across countries and need resolution through 
international cooperation. We therefore argue that nations cooperate and 
create public goods to tackle challenges in relation to such issues. 
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Table 2.1 Six Main Public Goods Functions 


Functions Examples 

1 Natural Resources and Environment Energy, environmental protection 

2 Economic Cooperation and Integration Trade, taxation, customs regulation 

3 Human and Social Development Education, culture, science, health 

4 Governance and Institutions General cooperation, legal issues 

5 Peace and Security Military alliance, crime control 

6 Connectivity Transportation network, visa, 
infrastructure 


The first function is concerned with environmental governance, pertain- 
ing to matters such as energy, conservation, and pollution management. For 
instance, Brazil, Peru, and Colombia have established treaties with each other 
on conserving the Amazon rainforest." The second function includes trade 
agreements? and bilateral investment treaties, which have been extensively 
studied in economic integration literature. However, our framework is more 
holistic as it also considers taxation, customs, intellectual property rights, and 
cooperation in agriculture, industry, and services. 

The third and fourth functions focus on the social and governance dimen- 
sions of sustainable development. International public goods relating to social 
protection and human capital include mutual recognition of education certifi- 
cates,” public health in border regions," and insurance provision for migrant 
workers.?! The fourth function is the most general category of the taxonomy. 
Many treaties in the UNTC do not have substantive provisions and their titles 
are often noted with keywords such as "general cooperation" and "treaty of 
friendship." However, these treaties may help create RPGs such as favorable 
institutional regimes. This function also encompasses judicial cooperation, dip- 
lomatic relations, and political consultation. 

The fifth function involves cooperation over matters of security at both the 
macro and micro levels. Regional defense umbrellas and general military coop- 
eration are typical examples of RPGs in this function. In addition, nations also 
cooperate in extradition, crime control at borders, and combating drug traffick- 
ing networks. “Connectivity” is likely one of the most unique features of RPG 
cooperation. In this area, nations become more interlinked through border 
management, communication and logistics networks, transportation infra- 
structure, and rules of international migration. One may argue that building 
connectivity is a means to an end (e.g. trade). However, increasing connected- 
ness itself is a goal of regionalization and globalization. Compared to economic 
cooperation, connectivity issues have received far less scholarly attention. By 
establishing connectivity as a category, this study purports to bring this issue to 
the forefront of discussions on integration and RPG cooperation. 

Thus, determining the functions of RPG cooperation is a critical component 
of the process of constructing the variable—each RPG cooperation/treaty can 
only be assigned to one function to render precise analysis in the results section. 
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Due to the large number of observations, it would be difficult to analyze each 
treaty and its original texts in detail. The coding process thus largely relies on the 
titles of treaties, most of which are very descriptive in terms of treaty functions. 
For instance, one treaty is entitled the Convention for the Avoidance of Double 
Taxation and the Prevention of Fiscal Evasion with Respect to Taxes on Income 
and on Capital.” Based on the title, we infer that this treaty deals with taxation 
matters, which correspond to the second function, “Economic Cooperation and 
Integration.” Because there are many tax-related treaties like this, it is easier to 
code them together based on the keyword “taxation” than doing so treaty by 
treaty. In other words, we bundle treaties based on keywords and code them as 
groups. While this approach is efficient, it does have limitations. First, the depth 
and quality of treaties are not assessed. Besides, while the titles are informative, 
misinterpretation may have occurred due to ambiguous wording.? 

It is important to acknowledge that certain treaties may have multiple func- 
tions. In fact, in the process of constructing the variable, this type of dilemma 
often arises. We thus have established the following assessment criteria: 


Differentiate between the means and the end (i.e. function); 

Choose the immediate and direct goal of the agreement (rather than the 
intangible and indirect goal); and 

3 Ifan agreement has multiple goals/functions, select the one that carries the 
most weight. 


Ne 


It is also worth emphasizing that this empirical study follows a more holistic 
framework than the classic definition of public goods (as something nonrival- 
rous and nonexcludable). In other words, our data set includes cooperation in 
pure public goods, impure public goods, and club goods. Sandler (2007, p.5) 
defines “impure public goods” as having properties of “partial rivalry or partial 
excludability or both,” and “club goods” as being “fully excludable and par- 
tially rival.” For example, Belgium and the Netherlands have an agreement on 
reciprocally accumulating adequate oil stocks as their petroleum markets are 
closely connected.** The consumption of oil commodities is rivalrous, render- 
ing this agreement impure RPG cooperation. Examples of cooperation over 
club goods include power networks, roads, and bridges connecting countries. 
Finally, we assume that national governments’ behaviors have a certain degree 
of publicness. This means that decisions such as treaty making typically affect 
a large portion of their constituents, thus qualifying as public goods provision. 
Due to these assumptions, the data set does not eliminate any treaties based on 
the strict definition of pure public goods. Consequently, the variable “RPG 
cooperation” is calculated at gross. 


Results framework and discussion 


The previous sections describe what the variable “RPG cooperation” is, the 
sources and characteristics of the data used, and how it was constructed. This 
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section presents some results of the data set and, equally importantly, how 
it may be utilized for future research. The analyses in this section include 
intensity mapping, the process of sequencing, and top RPG cooperators. 
Most importantly, the concept of “region” is deconstructed by functions of 
public goods, through the examples of the United States and Brazil. 

As noted in the previous section, there is a great need to conceptually and 
empirically separate RPGs from ODA. In the existing database, the number 
of unique agreements for ODA provision is 18,816, and the number for RPG 
cooperation is 29,740. The figure of RPG cooperation is 58 percent greater 
than that of ODA. In other words, countries are likely to cooperate more in 
order to create RPGs than ODA. In development studies literature, the lack of 
clear division between ODA and RPGs may have contributed to the underes- 
timation of the latter, which further demonstrates the need to examine RPG 
cooperation much more specifically. 


Mapping 


Figure 2.1 is an intensity map of RPG cooperation (bilateral and plurilateral) 
throughout the world between 1945 and 2014. The darker the shade, the 
greater the number of RPG cooperation efforts a particular country has— 
as the map illustrates, RPG cooperation is unevenly distributed at the global 
level. As Figure 2.2 shows, the USA undertakes RPG cooperation dispropor- 
tionately more than any other country. 


RPG cooperation by function 


Analyzing the functional areas where nations participate extensively may 
illustrate the incentives for international cooperation. Figure 2.3 shows that 
economic incentives seem to be the driving force behind RPG cooperation. 
Interestingly, connectivity is the second largest area in which RPG cooperation 
occurs. This is an important finding: very often issues such as transportation and 
information technologies are treated solely as tools of integration. However, 
increasing connectivity is a critical goal of RPG cooperation and a type of 
public goods, as the result suggests. 

Following the economic and connectivity functions is human and social 
development. This suggests that nations are concerned with the wellbeing of 
their citizens within and beyond borders, as is revealed by cooperation on issues 
such as international education, combating communicable disease, and the 
sharing of science and knowledge. The numbers of RPG cooperation efforts 
in “Governance and Institutions” and “Peace and Security” are very similar, 
although the latter is slightly greater. Environmental issues seem to have received 
the least attention in RPG cooperation. Nevertheless, the RPG cooperation 
variable only measures the quantity of cooperation efforts, but not the quality 
or final impact of these. Further analysis is thus needed before we can argue that 
environmental RPG cooperation is the most inadequate of all the issues covered. 
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Figure 2.2 Top 20 Participants in RPG Cooperation (Bilateral and Plurilateral, 
1945-2014). 


Source: United Nations Treaty Collection (UNTC). 


RPG cooperation over time 


RPG cooperation also needs to be examined over time in order to illustrate 
sequencing processes. As the cumulative graph (Figure 2.4) shows, between 
1945 and 1950 RPG cooperation on all functions occurred at very similar 
frequencies. Since then, however, these frequencies started to diverge from 
each other very quickly: RPG cooperation efforts on economic and connec- 
tivity issues are always ahead of other functions, indicating their importance 
for nations. Cooperation on matters of human development, peace, and gov- 
ernance advanced at similar rates until the 1960s, when RPG cooperation on 
human development accelerated. Finally, cooperation on environmental issues 
has always fallen behind the other areas. 


Top RPG partners and regionality (bilateral) 


As Figure 2.2 illustrates, the USA and the United Kingdom are the top two 
nations involved in RPG cooperation efforts, and Brazil is the develop- 
ing country that is involved in the highest number of efforts. For the USA, 
European countries such as Germany and the UK are critical partners, and it 
also cooperates on RPGs extensively with its neighbors Canada and Mexico. 
The RPG cooperation network for Brazil is very different. While the top 
three partners are all developed countries (Germany, the USA, and France), 
most of the remaining ones are developing countries located in Latin America. 
It is worth noting that China also ranks high as a partner. Through these 
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Figure 2.3 RPG Cooperation by Function (Bilateral and Plurilateral, 1945—2014). 
Based on unique records of treaties (does not include country pairs). 


Source: United Nations Treaty Collection (UNTC). 


preliminary analyses, it seems that the USA, the UK, and France have played 
important roles in constructing RPG cooperation networks, as they are con- 
sistently among the top partners. Brazil, in contrast, is less prominent despite 
its large number of treaties. 

To deconstruct the concept of “region,” we must go beyond traditional 
geographical and geopolitical categories. “Region” is a relative concept, and 
regionalization is as much a process of exclusion as it is of inclusion: if every 
nation-state was part of this process, it would then constitute globalization. 
If we apply this assumption to the data set, it is possible to examine which 
countries in a bilateral or plurilateral group may create a “region” based on 
the functional areas in which they cooperate with each other. However, this 
does not mean that if a group of countries cooperate on connectivity RPGs, 
they then constitute a connectivity “region” per se. Rather, their coopera- 
tion around a particular function needs to be so extensive and intensive that 
it has resulted in a substantially larger number of agreements than any other 
functions and country partners. While this criterion is in need of further 
development, it may serve as a useful way of analyzing regionality and quan- 
tifying regionalization. 

For example, Canada, the UK, Mexico, Japan, and Germany are the top 
five RPG partners for the USA, and it is worth applying the aforementioned 
criterion of intensiveness and extensiveness to them. Figure 2.5 illustrates 
these five countries’ RPG cooperation activities with the USA: it is strik- 
ing that Germany (including the former West Germany) outperforms the 
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Figure 2.4 Cumulative Graph of RPG Cooperation. 
Source: United Nations Treaty Collection (UNTC). 


other four countries in terms of peace and security—Germany and the USA 
likely constitute a large security bloc. Canada is the most important partner in 
environmental, human development, and connectivity issues.? In the case of 
Brazil, however, the distribution of functions across its top five partners is more 
evenly distributed. Compared to Brazil’s other partners, Germany does not 
have substantially more agreements in any particular functional area. If areas of 
cooperation between Germany and Brazil are examined horizontally, no single 
functional area clearly dominates all others in terms of numbers of cooperation 
efforts. Consequently, it is difficult to conclude that Brazil and Germany clearly 
constitute a “region” of a particular kind. 

A direct comparison of Figures 2.5 and 2.6 also shows that the USA and 
Brazil may have differing priorities with regard to RPG cooperation. Brazil’s 
RPG cooperation is skewed toward the left: it cooperates heavily on matters 
relating to natural resources and the environment, economic cooperation and 
integration, and human and social development. In comparison, US coopera- 
tion is skewed to the right, or is simply concentrated around peace and security 
RPGs. This suggests that the cooperation incentives of a developed country 
and a developing country may be very different. As part of its development 
process, Brazil needs to improve its human capital, utilize its advantages in 
natural resources, and establish economic connections. It is likely that the USA 
has a greater need to establish a worldwide security network, having already 
achieved relatively high levels of economic and human development. We are 
not necessarily trying to privilege a teleological view of development, but such 
comparisons provide another way of understanding the sequencing of RPG 
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Figure 2.5 Regionality of the US by RPG Function (Bilateral, 1945-2014). 
Source: United Nations Treaty Collection (UNTC). 


cooperation. Again, before reaching a definitive conclusion, the data for both 
these and other countries would need to be examined further. 

The section thus far has presented some of the results generated from the 
RPG cooperation database. The goal of this paper is not necessarily to offer a 
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Figure 2.6 Regionality of Brazil by RPG Function (Bilateral, 1945—2014). 
Source: United Nations Treaty Collection (UNTC). 
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comprehensive view of these database results, or to reach definitive conclusions 
about RPG cooperation and RPGs themselves. In fact, the research potentials 
of this database require ongoing exploration. As such, we hope that this paper 
and the database that accompanies it will be a starting point for the endeavor of 
measuring and understanding RPGs. 


Conclusions 


This chapter has presented a new dataset on the production of RPGs. The 
methodology employed is informed by various difficulties in defining and 
measuring RPGs, as well as the problematic nature of the concept “region” 
itself. As a result of these challenges, the jurisdiction and coverage of RPGs 
are murkier than those of local public goods and GPGs. In some existing 
studies on international public goods, moreover, ODA and RPGs are lumped 
together, further complicating measurement efforts. But this does not mean 
that no good tools or data exist. 

By sourcing data from the UNTC, we have measured nation-states’ inputs 
into RPG creation through formal treaties across time and coded this data 
based on functional areas. While this approach admittedly leaves certain impor- 
tant issues unaddressed, we contend that we first need to better understand the 
concept of regionality and the inputs into RPG creation before we can under- 
stand how they are implemented and their impact. 

The resulting database provides an overview of the universe of RPGs. While 
the results are preliminary, some points are clear. First, RPG cooperation is 
unevenly distributed, with developed countries like the USA dominating the 
landscape. Second, RPG cooperation on economic matters outweighs other 
functions both in terms of number of efforts and sequencing. Third, while the 
geographic sense of “region” still matters, nations may cooperate and consti- 
tute a region based on a particular function. 

Most importantly, the database that underlies this paper has considera- 
ble research potential. Further exploratory analysis and graphing of the data 
may offer a relatively comprehensive view of RPG inputs through institu- 
tional arrangements. From the perspective of data analytics, it is no different 
from conventional economic databases. In the consolidated version, “RPG 
Cooperation” is a panel data set that describes the numbers of pertinent 
agreements, which can be organized by country, year, and/or by function. It 
could serve a source for formal hypothesis testing using network analysis and 
regression. Moreover, case studies and qualitative analyses may be developed 
using the nonconsolidated version, which includes more detailed informa- 
tion about the contents of treaties. Finally, the RPG cooperation data set is 
expandable so as to incorporate trade agreements from the WTO and treaties 
between multilateral organizations, among others. Once published on the 
IDB website, this data set will be a valuable tool for researchers interested 
in RPGs, regional integration, and/or international cooperation in general. 
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Notes 


1 


Estevedeordal (2004, p.107); Sandler (2007, p.3) 


2 Examples of such work include Anand (2002), Raffer (1999), and Reisen et al. 


11 


(2004). 
The Organisation for Economic Co-operation and Development (OECD) defines 
ODA as financial flows to recipients that are administered with the promotion of the 
economic development and welfare of developing countries as its main objective;" 
and are “concessional in character and conveys a grant element of at least 25 per cent 
(calculated at a rate of discount of 10 per cent)" 
http://www.oecd.org/dac/stats/officialdevelopmentassistancedefinitionand 
coverage.htm 
This definition is given in Sandler (2006) and Estevadeordal (2004), although Sandler 
(2001, 2004) also acknowledges the ambiguous nature of regions. 
See for example Bergstrom and Goodman (1973) and Reiter and Weichenrieder 
(1999), whose approach is based on a crowding function that measures whether 
population size affects the usefulness of a good for individuals. Note that the public- 
ness of a good is a separate question from which public goods are truly regional in 
their extent of benefits. 
Club goods are nonrivalrous but excludable, and examples include telecommunica- 
tions networks; common goods are nonexcludable but rivalrous, such as fisheries or 
common resource stocks. 
Other possible aggregation technologies include weighted summation, where the 
contribution of each country’s efforts to the total is weighted by some factor; thresh- 
old, in which the benefits of the public good only come about once a given cumulative 
quantity is reached; and better shot and weaker link, which are less extreme versions 
of best shot and weakest link, respectively. 
This specific form of coordination mechanism could vary from a supranational 
body such as the EU to a one-off agreement among countries to produce a particu- 
lar RPG. It is important to note that even in the case of best-shot aggregation, in 
which the most capable national government should provide the RPG, an efficient 
level will not be attained unless there is some mechanism to account for the prefer- 
ences of individuals in the region who receive benefits but are not citizens of the 
providing nation. On the other hand, some authors have argued that, pace subsidiar- 
ity, global actors such as multilateral institutions may enjoy economies of scale or 
economies of scope in the provision of RPGs that might compensate for the inef- 
ficiencies associated with overprovision (Kanbur 2001, others cited in Anand 2002 
and Sandler 2007). 
See Ostrom and Ostrom (1978). 
“Regional public good” has not been widely adopted by governments and organi- 
zations as an analytic category or an expenditure item (with exceptions such as the 
IDB and Asian Development Bank). 
Scholars have been documenting the creation of international treaties. One notable 
example is the World Treaty Index (WTI) that Peter Rohn started in the 1970s. W TI 
strives to collect the population of international agreements in the 20th century 
using sources including the UN and unregistered treaties. See Poast, Bommarito, and 
Katz (2010). 


12 The main goal of Estevadeordal and Suominen (2008) was to empirically test 


propositions regarding sequencing of cooperation agreements and their geographic 
distribution, motivated by the literature on regional integration. The authors found 
that economic cooperation generally precedes cooperation in other policy areas. 
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13 One implication of our agnosticism on the boundaries of regions is that cooperation 
agreements between geographically distant partners such as the United States and 
Japan are included in the dataset. We believe this approach provides a simple and con- 
sistent, if not perfect, solution to ambiguity surrounding regionness. In addition, the 
recent rise of nonregional blocs such as BRICS suggests that geographic proximity 
need not be a prerequisite for RPG production. 

14 See https://treaties.un.org/home.aspx 

15 In the UNTC taxonomy, a bilateral treaty is conducted between two participants, and 
a multilateral treaty is between three or more participants. A “party” encompasses a 
national government, a regional grouping, or a regional or global organization. This 
creates ambiguity when counting treaty numbers in cases where a participant is a 
regional or international organization. For example, a scientific agreement (I-47953) 
between the European Union and China is classified as a bilateral agreement when 
in fact it involves multiple countries and could be analyzed as a multilateral treaty. 
While acknowledging this ambiguity, our RPG database follows the definitions 
employed by the UNTC. 

16 http://www.state.gov/s/l/treaty/faqs/70133.htm 

17 For example, “Argentina—International Atomic Energy Agency. Agreement for the 
Application of Safeguards” (I-16206). 

18 For example, "Financing Agreement (Institutional Development for Education 
Project) between the United Nations Interim Administration Mission in Kosovo 
and the International Development Association” (II-1312). 

19 There are instances in which a treaty has country information and a registration 
number but nothing else—possibly due to entry errors at UNTC. 

20 The distinction between ODA and RPG cooperation is less clear-cut in practice. 
OECD has specific criteria determining whether an item is reportable as ODA or 
not. In fact, our distinction between RPG creation and ODA is partially based on 
the OECD classification. 

21 That is, funding for which the interest rates incurred are below the market average. 

22 OECD, “Official Development Assistance — Definition and Coverage.” 

23 1-7084 

24 OECD “Purpose Codes: sector classification” http://www.oecd.org/dac/stats/purpose 
codessectorclassification.htm 

25 UN “Open Working Group proposal for Sustainable Development Goals” https:// 
sustainabledevelopment.un.org/focussdgs.html 

26 In Rohn’s WTI, treaties are coded by nine topics: diplomacy, welfare, economics, aid, 
transport, communications, culture, resources, and administration. Unlike Rohn’s 
taxonomy (created in the 1970s), the RPG database excludes aid agreements and 
includes one classification specifically for security issues. 

27 For examples, see treaties registered as I-15938 and I-24121 at the UNTC. 

28 These exclude preferential trade agreements (PTAs) undertaken by the US, such as 
the North American Free Trade Agreement (NAFTA). 

29 For example, I-43464 

30 For example, I-50359 

31 For example, I-13558 

32 UNTC registration number 1-33995 

33 In fact, for certain treaties with ambiguous titles, we referred to original documents 
to ensure the accuracy of the coding. 

34 UNTC registration number 1-23628 

35 As this data set does not include many US trade agreements, Germany may not neces- 
sarily be the largest economic RPG partner for the US, despite what the figure shows. 
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Part II 


Regional leadership. 
alliances, networks. and 
outcomes 


3 Regionalism in the evolving 
world order 


Power, leadership, and the provision 


of public goods 


Amitav Acharya 


Introduction 


Regionalism is a key element of the emerging world order and potentially a 
major channel for the provision of public goods. Potentially, because the regional 
approach to public goods has been overshadowed and overlaid by the domi- 
nant global economic and security order (which may be called the American 
World Order), underpinned by the power and purpose of the United States 
and its Western allies since World War II. But as that order wanes (Acharya 
2014a), the need for mechanisms for regional public goods (RPGs) is becom- 
ing greater and ever more relevant. 

The decline of the American World Order is not leading to multipolarity, as 
many traditional pundits assume, but to multiplexity. Multiplexity, or the idea of 
a multiplex world, has the following main features (Acharya 2014a and 201 4b): 


e Whereas the traditional conception of multipolarity (derived from Europe) 
assumed the primacy of the great powers, actors (or agents) in a multiplex 
world are not limited to being great powers or indeed states (both Western 
and non-Western), but also include international institutions, nongov- 
ernmental organizations, multinational corporations, and transnational 
networks (good and bad). As with a multiplex cinema, or living room 
variants such as streaming and Netflix, a multiplex world gives audiences a 
wider choice of plots, actors, producers, and directors. 

e Some of these plots—or ideas and ideologies—and ways of realizing them, 
differ from and challenge the cultural and political narratives and instru- 
ments of the American-dominated liberal international order. As Thomas 
Friedman (2005) put it, the world is not “flat,” but is of enduring diversity. 
There is no “end of history” here, except in terms of the relatively short 
history of Western dominance, bearing in mind that China was also the 
world’s number one economy until the early 19th century. 

e It is marked by complex global linkages that include not just trade but 
also finance and transnational production networks, which were scarce in 
pre-World War European economic interdependence. While that inter- 
dependence was mostly intra-European, with the rest of the world being 
in a dependent (colonial) relationship with Europe and the United States, 
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today’s interdependence is truly global and increasingly reciprocal. It binds 
players all around the world, as exemplified by G20 membership, a prod- 
uct of global financial interdependence. Moreover, interdependence today 
goes beyond economics and also covers many other issue areas, such as the 
environment, disease, human rights, and social media. 

e It has multiple layers of governance, including global, interregional, 
regional, domestic, and substate levels. Regionalism is a key part of this, 
but regionalism today is open and overlapping, a far cry from the imperial 
blocs of the 19th century, which are unlikely to reappear. 


Regionalism occupies a central place in the multiplex world. But its nature and 
role, which are central to understanding the provision of RPGs, differ from 
that found in traditional forms of regionalism under bipolar or unipolar inter- 
national systems. The dominant theories and understandings of regionalism up 
to now have derived from a European and US policy context and approach. 
They tend to privilege the role of powerful actors in the creation and mainte- 
nance of regionalism, and/or hard legalistic institutional forms of regionalism. 
This has led in the past to an emphasis on two generic types of regionalism, 
which may be termed hegemonic and integrationist. Yet regionalism has been 
a much broader and more complex phenomenon encompassing a variety of 
purposes, approaches, and outcomes. No one size fits them all. The EU cen- 
trism of theories about regionalism had already been questioned even before 
Brexit dealt a major blow to the European Union’s claim to be a universal 
model of regionalism (Acharya 2002, 2014a: Chapter 5). Now, it is impera- 
tive that ideas about and mechanisms for RPGs must take this diversity among 
regions and regional institutions into account. To capture that diversity, as well 
as the changing nature of regionalism since the end of the Cold War and the 
relative decline of US power, this chapter offers an alternative conceptualiza- 
tion of regionalism, called “multiplex regionalism,” which is based on the idea 
of a multiplex world. After briefly examining the characteristics of hegemonic, 
integrationist, and multiplex regionalisms, the paper reflects on regional leader- 
ship mechanisms and styles that can affect the provision of public goods. 

The issue of regional leadership is key to how regions may provide public 
goods. Leadership is not the same as power. In this chapter, I argue that there are 
different types of regional leadership: hegemonic, accommodationist, and com- 
munitarian. They differ not in terms of the material power of the leader, but the 
degree of legitimacy the leader enjoys from those he or she seeks to lead. In a 
multiplex world, legitimacy achieved through a communitarian approach might 
be the most effective and durable approach to the provision of RPGs. 


Two understandings of regionalism: hegemonic and 
integrationist 


An important source of thinking—and hence a useful starting point for this 
theoretical discussion—about regions and how they provide public goods 
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is the hegemonic stability theory (HST). At its core, the HST holds that 
“cooperation and a well-functioning world economy are dependent on a 
certain kind of political structure, a structure characterized by the dominance 
of a single actor... Both Great Britain in the nineteenth century and the 
United States after World War II helped bring about an interdependent and 
overall peaceful world" (Grunberg 1990, p.431). Although the HST is a the- 
ory of world politics, echoes of the theory—at least its underlying emphasis 
on the role of a hegemonic actor providing public goods—can be found in 
the analysis of regionalism and regional order. Powerful actors enjoy impor- 
tant advantages over others as providers, directly or indirectly, of RPGs. 
They command greater resources—such as economic aid, capital for invest- 
ment, and the ability to project power—which can be used to protect allies 
and impose sanctions to ensure compliance. Another public good is provi- 
sion of market access, if the powerful actor happens to have a large domestic 
economy. Hegemonic regionalism can be undertaken by both nonliberal and 
liberal powers. Examples of the former include the role of Nazi Germany and 
Imperial Japan before World War II in creating regional economic blocs in 
Europe (Mitteleuropa) and East Asia (Greater East Asia Co-Prosperity Sphere), 
respectively. The most important example of liberal regional hegemony is 
the role of the USA in Europe and East Asia after World War II. This role 
was more direct in Western Europe, where it offered its allies not only large- 
scale aid through the Marshall Plan, but also protection through NATO. In 
East Asia, the USA played a less direct, but still significant role. The rapid 
postwar economic growth of East Asia can be attributed to the US military 
presence (mainly through bilateral alliances rather than a NATO-like struc- 
ture). Other public goods provided by the US included access to its huge 
market and investments in the region. 

But hegemony, whether global or regional, is neither necessary nor sufficient 
as a condition of successful regionalism. Regionalism has been possible in some 
parts of the world despite, rather than because of, US policy. The USA was 
not a player behind the formation of the League of Arab States in 1945 and the 
Organisation of African Unity in 1963. The latter’s replacement by the African 
Union (AV) in 2000 had nothing to do with the USA; if anything, the AU was 
born out of the collective frustration of African countries over the failure of 
the USA and UN to engage in Africa after the US debacle in Somalia in 1992. 
In Asia, where the USA counts itself as a “resident power,” its most successful 
regional grouping, the Association of Southeast Asian Nations (ASEAN), was 
formed as an indigenous alternative to the US-backed Southeast Asian Treaty 
Organization (SEA TO), created in 1954 (Acharya 2009). 

Because they often serve the interests and goals of a dominant actor, the 
hegemonic approach to RPGs is often at cross-purposes with the “nonrivalrous” 
and “nonexcludable”’ criteria that defines the concept of public goods. The key 
for proponents of RPGs is to keep regionalism “open,” inclusive, and interac- 
tive with other regions and the global system at large. In this context, fears on 
the part of some Western analysts that the decline of US hegemony might lead 
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to competitive regional economic blocs may be somewhat far-fetched. John 
Ikenberry (2011) sees regionalism, unless conceived and directed by the US, as a 
force for the fragmentation and destabilization of the world order, marking the 
reappearance of competitive regional blocs of the type that existed in 19th- and 
early-20th-century Europe. But an argument can be made against this view 
that the US decline may create new opportunities for RPGs by weakening the 
overlay of US domestic and international preferences and that the economic 
and security norms and conditions of the 21st-century world discourage such 
past practices. To be sure, hegemonic regionalism is far from dead. Both the 
Trans-Pacific Partnership (TPP) and the Trans-Atlantic Trade and Investment 
Partnership (TTIP) fall into this category. Both, especially the TPP, are con- 
ditioned by US power and purpose, with the TPP having a greater security 
importance as an integral part of the US “rebalancing” strategy in Asia. But the 
growth of domestic sentiments against free trade in the USA, if it dooms or sig- 
nificantly undermines these two initiatives, would support the emergence and 
consolidation of multiplex regionalism. 

A second approach to RPGs that has acquired a great deal of prominence 
in international relations is represented by the European Union (EU), for- 
merly the European Economic Community (EEC). This approach is not 
directly linked to a hegemonic player, although some argue that the EEC/EU 
would not have come about or survived without the US-crafted Marshall Plan 
and NATO. What is distinctive about the EEC/EU approach is the goal of 
“integration,” understood as a process and outcome involving the progressive 
erosion of sovereignty and the emergence of a supranational authority acting as 
the main channel for the provision of public goods. 

The EU approach to RPGs is also distinguished by a high degree of legali- 
zation and institutionalization. In regionalism studies, it is the EU model of 
integration that has acquired hegemonic status. To quote Richard Higgott 
(2006, p.23), the EU project acquired “paradigmatic status . . . against which 
all other regional projects are judged." But this view 1s increasingly being 
challenged. Although parts of the developing world have created regional 
institutions inspired and on occasion directly supported by the EU, none has 
succeeded in achieving a comparable level of integration. It is hard to find 
examples in the non- Western world where economic regionalism based on 
the earlier EEC model, involving market centralization and generation of wel- 
fare gains, produced the desired spillover effect, leading to cooperation over 
security issues. 

Differences between Western European and non-Western regionalisms are 
explained by gaps in resources and capabilities, but also in terms of domes- 
tic politics and normative beliefs. Peter Katzenstein (2005) contrasts the more 
"formal and political" character of EU regionalism and its greater reliance on 
"state bargains and legal norms" (p.27) with Asia's "informal and economic, 
and greater reliance on "market transactions and ethnic or national capitalism" 
(p.219). The EU and Asian regional groups also differ in terms of their attitudes 
towards sovereignty: "Europe's regionalism is more transparent and intrusive 


Regionalism in the evolving world order 43 


2099 


than Asia’s” (Katzenstein 2005, p.219); “[a]bsent in Asia are the pooling of 
sovereignty and far-reaching multilateral arrangements that typify Europe’s 
security order” (p.125). State power and regime types are another distinguish- 
ing factor (Katzenstein 2005, p.220). EU membership requires a democratic 
political system and it started as a regionalism among relatively equal neighbors 
(although the latter aspect has changed with its enlargement since the 1990s). 
Intra-Asian relations are more hierarchical. Asian political regimes differ widely 
and Asian states are “non-Weberian” in the sense that “rule by law” rather 
than “rule of law” is more commonplace. Despite these insights, Katzenstein’s 
distinction between EU and Asian regionalism, as already noted, gives a central 
place to the role of the USA and Japan and, like the Realist view, underplays 
the value of small power leadership. 

The first draft of this chapter was written before Brexit. It is too early to 
determine the full impact of Brexit on the EU; the prognosis is very much a 
mixed one (Politico, 2016). But Brexit lends further support to this chapter’s 
argument against EU centrism, and the difficulties in applying the EU model 
to other regions. Some analysts think that the EU will not be seriously affected 
by Brexit, or may even be strengthened by it. In this view, the departure of 
Britain, which was frequently a drag on EU integration, leaves France and 
Germany more room to lead the EU into even greater unity. Other scenarios 
are more pessimistic, pointing to the possibility of other EU members follow- 
ing Britain’s lead. Whether this happens or not, Brexit is already undermining 
the EU’s global prestige and credibility as a model of regional integration for 
the rest of the world. To quote Maros Sefcovic, a vice president of the EU, 
“If a country like Britain exits, it must be perceived by the outside world 
as weakening the Union and as a demonstration of the crisis that the EU 
is undergoing” (Economic Times, 2016). Moreover, as the Economist noted, 
Brexit could also make the EU “less outward-looking" (Economist, 2016). If 
this turns out to be the case, it would mean the weakening of the EU’s inter- 
regional cooperation, which has been a key medium for it to influence other 
regional organizations. 


Multiplex regionalism 


The two dominant conceptions of regionalism are based on a predominantly 
Western (US and Western European) context and are a poor fit for non-Western 
regionalisms desiring to replicate or emulate these. Asa result, their utility as ana- 
lytic frameworks is diminishing in view of the major shifts taking place in world 
politics and the world order. 

To begin with, there has been growth in the scope of regional institutions’ 
activities beyond their traditional concerns, which include trade liberalization 
or the management of interstate conflicts. In the economic arena, regional trade 
arrangements continue to proliferate, especially as doubts grow over the future of 
the liberal international economic order. Some examples include the emergence 
of new trade groupings in South America—MERCOSUR, UNASUR, and 
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the Pacific Alliance. Regional trading arrangements or initiatives to create these 
have also emerged in South Asia, with the creation of the ASEAN Economic 
Community (AEC) in 2015 and the South Asia Free Trade Area (SAFTA). 
The same is true in East Asia, with the Free Trade Area of the Asia-Pacific 
(FTAAP), an Asia-Pacific Economic Cooperation (APEC) initiative, and the 
Regional Comprehensive Economic Partnership (RCEP), more inclusive than 
the US-backed TPP, which might be considered a more traditional hegem- 
onic and legalistic approach to public goods. While old problems associated with 
regional integration in the developing world remain, especially the difficulty of 
ensuring an equitable distribution of benefits, these new regional groupings are 
inspired by a desire to use regionalism as a mechanism for the generation and 
supply of public goods, especially in the economic arena. 

In the area of security and politics, entirely new RPG mechanisms have 
emerged both through the adaptation of these by existing regional bodies and 
the creation of new bodies. The most important example here is in Africa. 
In the 1990s, even the normally sovereignty-bound Organisation of African 
Unity (OAU) went beyond its traditional mandate to deal only with interstate 
conflicts and recognized the need to address internal conflicts, including those 
dealing with human rights violations.! As a result, it adopted a policy framework 
to isolate regimes that come to office through military coups. African regional 
organizations are also now more receptive to humanitarian intervention. The 
replacement of the OAU with the AU in 2000 removed the former's aver- 
sion to intervention and allowed subregional groupings such as the Economic 
Community of West African States (ECOWAS) and the Southern African 
Development Community (SADC) to undertake numerous humanitarian and 
political interventions in Africa. African regional groups have also embraced 
the Responsibility to Protect (R2P) norm. The New Partnership for African 
Development (NEPAD) combines development and security goals in the form 
of three core initiatives: peace and stability, democracy and political govern- 
ance, and economic and corporate governance. 

In the Americas, the 1991 Santiago Declaration (Andersen 1994, p.2; Farer 
1996) and the 2001 Inter-American Democratic Charter (IADC) expanded 
the role of the Organization of American States (OAS) in democracy promo- 
tion. Following the end of the Cold War and decolonization, Asia was the 
only continent not to have a macroregional security grouping (ASEAN was a 
subregional body). The founding of the ASEAN Regional Forum (ARF) in 
1994 filled this gap. The ARF is to some extent a unique regional organiza- 
tion, in that it is the only regional group to bring together all the great powers 
of the contemporary international system. However, it is at the same time led 
by ASEAN, a group of weaker members of the society of states. While real- 
ists see this as a structural flaw, institutionalists draw attention to the role of 
soft and ideational power in the making of regional security arrangements that 
may promote international order. Although APEC was originally created to 
liberalize trade and manage economic interdependence, it has also developed a 
role in security consultations, such as during the East Timor crisis in 1990 and 
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in the aftermath of the 9/11 attacks. Asia later saw the emergence of the East 
Asia Summit (EAS), which engages in discussions over regional conflicts and 
nontraditional security threats. 

While traditional RPG frameworks were mostly limited to trade liberaliza- 
tion, collective defense, and dispute settlement, regional groups in a multiplex 
world have to deal with an increasingly wider menu of issues, including finan- 
cial volatility, drugs, refugees, pandemics, natural disasters, humanitarian crises, 
and environmental degradation.” The important feature of these transnational, 
or "intermestic" (international + domestic) challenges is that they cannot be 
addressed alone by the traditional great powers such as the USA and/or the 
EU through their global or regional public goods frameworks. Moreover, they 
do necessitate a departure from the principle of nonintervention. As noted, 
the AU has undertaken a variety of humanitarian initiatives, including military 
action, which would have been inconceivable until the 1990s. Other impor- 
tant examples of RPGs dealing with transnational challenges can be found in 
Asia, but this trend is by no means confined to this region. The creation of 
the ASEAN Political-Security Community in 2003 was partly a response to 
transnational dangers: terrorism, piracy, infectious diseases such as the Severe 
Acute Respiratory Syndrome (SARS), and air pollution (haze forest fires in 
Indonesia). The strongest new initiative in regional cooperation against finan- 
cial crises is found in Asia, in the form of the ASEAN Plus Three (APT) 
forum and the Chiang Mai Initiative (CMI), which include both bilateral cur- 
rency swaps and a multilateral lending facility. While these arrangements do 
not replace the IMF, they certainly create important independent avenues for 
the provision of RPGs in the critical area of finance. 

The growing salience of transnational challenges has contributed to another 
trend that features prominently in multiplex regionalism: its departure from 
the strict Westphalian notion of state sovereignty in the provision of RPGs. 
Although by no means comparable to the EU’s supranationalism, this trend 
involves at least a dilution of the principle of nonintervention. As noted, the 
AU represents the most dramatic example of this through its shift from nonin- 
tervention to nonindifference. NEPAD, an economic framework (with some 
political underpinnings) that is strongly backed by South Africa, has also sought 
to move beyond Westphalian sovereignty by adopting a peer review mecha- 
nism. In Southeast Asia, the retreat from the nonintervention mindset has been 
slower. Whereas African regional bodies have embraced the R2P norm and 
undertaken multiple collective interventions, no Asian regional organization 
has undertaken a collective intervention, humanitarian or otherwise. But even 
here there are emergent forms of cooperation against transnational threats and 
for human rights promotion that at the very least dilute the principle of non- 
intervention. 

Next, multiplex regionalism is more flexible and expansive in terms of 
institutionalization than traditional regionalism. The role of the earlier mac- 
roregional regional groups (like the OAS or OAU), regional security alliances 
(SEATO), and regional integration organizations (East African Community, 
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Andean Pact), all embodied a conception of regionalism in which formal and 
institutional patterns of interaction were considered to be the crucial yard- 
stick of effectiveness. The regional integration theories derived from the EEC 
“remained closely tied to the study of formal organizations, missing a range of 
state behaviour that nonetheless appeared regulated and organized in a broader 
sense” (Haggard and Simmons 1987). But as a wide variety of regionalist enter- 
prises showed, regionalism could no longer be identified with formal, organized 
collective action. A more useful conception of regionalism is provided by 
Puchala and Fagan (1982, p.47), for whom regionalism is “a collection of pro- 
cedures and techniques” both formal and informal, to facilitate interactions and 
cooperation among regional actors who “maximise mutual positive payoffs by 
exploiting their interdependence." Or, as Paul Taylor (1990, p.151) put it, 
regionalism “is a concern with that particular scale of geographical area which 
1s best fitted to the performance of tasks judged crucial for the welfare of indi- 
viduals, or for the advantage of governments." In recent studies of regionalism, 
as Weatherbee (1984, p.19) notes in the context of ASEAN, the "absence of 
explicit organizational arrangements and formally articulated. regional struc- 
tures becomes less important than the attitudinal underpinnings that support ‘a 
recognized pattern of practice around which expectations converge." 
Another important trend in regionalism today is the creation of new mech- 
anisms for RPGs by the emerging powers. Some emerging powers in the 
multiplex world require legitimation through RPGs as a prop for their global 
leadership ambitions (Acharya 2011). Perhaps the most important example here 
is the China-initiated Asian Infrastructure Investment Bank (AIIB). The AIIB 
is seen by some observers as a form of hegemonic regionalism under China. 
Even those countries which have joined it—such as India, Australia, the UK, 
Germany, France, and Italy—are apprehensive that they might have directly 
or indirectly contributed to an initiative that might enhance China's authority 
and feed into its geopolitical ambitions, which are not always welcome. But 
the AIIB may also be understood as a Chinese response to its de facto exclusion 
from the US-led TPP and to the slow process of reform of existing multilateral 
institutions, such as the IMF and the World Bank, which remain under US 
and Western control. Moreover, the AIIB poses no risk of Chinese hegemony, 
while putting China's leadership capacity to its most severe test to date. In other 
words, it is in keeping with the notion of “open regionalism.” Participation 
is Open to any country in Asia, but also to others outside the region: as men- 
tioned above, Germany, France, UK, and Italy, all G7 members, have already 
signaled their participation. Having proposed the AIIB, Beying will be under 
intense international observation to see whether it delivers results. China has to 
ensure that it does not usher in a Chinese Asian fiefdom, but instead conforms 
to international norms and standards of transparency for such institutions. If the 
AIB fails, China's image and potential clout as an emerging global power will 
be seriously damaged. But if China succeeds—and success here requires China 
making significant adjustments to its regional policy by abandoning its expansive 
territorial claims and enhancing its military and economic transparency—Asia 
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and the West, including the USA and indeed the entire system of global 
governance, will be the big winners. 

Regionalism in the multiplex world is marked by important differences 
between the EU style of regionalism and non-European varieties that have 
already been discussed, and also among these non-EU regionalisms. East Asia’s 
regionalism is more focused on transnational production (Acharya 1995b), the 
extent and degree of which is not found anywhere else in the world, including 
the Middle East, Africa, and Latin America. The trend to dilute noninterven- 
tion and the move towards “intrusive regionalism”? is most pronounced, as 
already noted, in Africa, and the least so in the Middle East. Somewhere in 
between are the Americas, although through the aforementioned IADC the 
OAS has developed new norms and practices to undertake collective action 
in the case of coups and antidemocratic and unconstitutional “backsliding” by 
elected rulers. Asia remains further behind the Americas. 

Comparing regionalism in Africa and Asia also suggests another important 
difference between regionalisms. The role of regional powers, especially South 
Africa and Nigeria, is a fact of life driving African regionalism; the AU was the 
brainchild of both powers. In Asia, regional or global hegemons are the targets 
of socialization (they are the socializee rather than the socializer) on the part 
of weaker states, especially members of ASEAN. Asian regionalism is more 
functionally differentiated than in Africa and the Middle East. Asia’s regional 
bodies have different, if overlapping, membership and functions. Thus ASEAN 
is multi-purpose; the ARF deals with security, APEC is concerned with trade, 
the APT and CMI with financial flows, and the EAS with political and stra- 
tegic issues (there is some overlap here with the ARF, but the EAS meets at 
the summit level, whereas the ARF is a foreign ministers’ body). In African 
regionalism we see more convergence and less separation among functional 
areas. Even the NEPAD is closely linked to the AU; the latter is supposed to be 
the umbrella body that coordinates subregional economic communities, even 
though the subregional groups may act as voting or lobby blocs. ASEAN’s 
level of direct engagement involvement with outside powers is not matched 
by any other regional body, including the EU. Asia and Africa display different 
ways of dealing with outside powers. Africa deals with outside powers like 
China and India on a one-to-one basis (e.g. Africa Plus One), while Asia deals 
with outside powers multilaterally, that is, by including them all in one forum 
(ARF and EAS). This gives Asia a better chance of balancing the influence of 
different outside powers. 

A final feature of multiplex regionalism that is relevant to the provision of 
RPGs is interregionalism. While much of the recent theoretical and policy 
attention to interregionalism is given to the EU’s elaborate efforts to project a 
global normative influence, interregionalism is also evident elsewhere. Apart 
from the revived Asia-Africa cooperation, there have emerged groupings 
such as the Asia-Europe Meeting (ASEM), and the Forum for East Asia-Latin 
American Cooperation (FEALAC), which are clearly interregional. Even 
some of the Asia Pacific and East Asian regional groupings such as APEC, 


48 Amitav Acharya 


ARF, and EAS may be regarded as interregional, since their membership 
include countries that are normally seen to be from distinctive regions: Asia, 
Europe, and the Americas. Thus the EU is a member of the ARF; Australia, 
New Zealand, and several North and South American countries belong to 
APEC; while Australia, New Zealand, the US, and Russia are among the 
EAS members. 

Such interregionalism offers several benefits to world order. It plays a key 
role in keeping regionalism “open” and interactive, preventing rivalry and 
conflict among regions. It also gives regional institutions additional means 
for managing their security concerns and projecting their influence on world 
affairs. It expands the avenues for engaging all the major powers to comple- 
ment the functions of global bodies like the UN. Interregionalism also helps 
to prevent the intrusive dominance of any power—be it an individual country 
or a regional body—in another region, by offering a mechanism for maintain- 
ing equilibrium. This has been the case with APEC as well as the ASEM; 
the former was seen by the Asia Pacific countries as a counter to the EU’s 
increased clout after the announcement of its single market, while the latter 
was a response to fears of excessive US dominance of Asia Pacific economic 
cooperation. Another contribution of interregionalism les in mitigating the 
dangers of a culture clash, or a clash of civilizations. The sharing of common 
global and regionally constructed norms through localization, emulation, and 
learning are a useful basis for the intercivilizational dialogues that have become 
increasingly commonplace since 9/11. Finally, interregionalism helps the man- 
agement of transnational issues such as climate change, illegal migration, drug 
trafficking, natural disasters, and financial meltdowns, which call for responses 
that no single regional institution can offer on its own. With global institutions 
facing a crisis of legitimacy because their hitherto Western-dominated leader- 
ship and decision-making structures are being challenged by the redistribution 
of power in the global system, interregionalism has an important role to play in 
devising responses that could address the gap between purely global and purely 
regional responses to transnational issues. 


Regional leadership 


A key issue in deciding how regions may provide public goods relates to the 
position, perception, and leadership styles of regional powers and institutions. 
But leadership should not be conflated with power. "States lacking structural 
power," contends David Rapkin (1994, p.109), could "exercise entrepre- 
neurial and/or intellectual leadership to activate—by establishing settings, 
framing issues and forming coalitions—cooperation that induces the struc- 
tural leadership of those that possess it.” Rapkin's view reflects a revisionist or 
"posthegemonic" approach to international institutions. Snidal (1985) argued 
that a small group of rising powers may sustain regimes and assume respon- 
sibility for cooperation and provision of collective good in a posthegemonic 
setting. Subsequently, Oran Young (1991) made a further contribution to the 
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“pluralization” of leadership in institution building by differentiating between 
three kinds of leadership: “structural,” "intellectual," and “entrepreneurial.” 
He describes this in more detail: 


The structural leader translates power resources into bargaining leverage 
in an effort to bring pressure to bear on others to assent to the terms of 
proposed constitutional contracts. The entrepreneurial leader makes use 
of negotiating skill to frame the issues at stake, devise mutually acceptable 
formulas, and broker the interests of key players in building support for 
these formulas. The intellectual leader, by contrast, relies on the power of 
ideas to shape the thinking of the principals in processes of institutional 
bargaining. 

(Young 1991, p.307)* 


Such pluralization of leadership is a hallmark of the multiplex world. 
Accordingly, regional leadership styles can fall into three broad categories. The 
first one may be called hegemonic/domineering. This kind of leadership is 
usually obtained within the framework of hegemonic regionalism, as outlined 
earlier, and conforms to Young's (1991) notion of the "structural leader.” More 
extreme examples of this style can be found in the US Monroe Doctrine in 
the Western hemisphere during the 19th and early 20th centuries and Japan’s 
Greater East Asia Co-Prosperity Sphere concept around World War II. Today, 
this style can be seen in Russia’s conception of its “Near Abroad” (including 
Ukraine, Caucasus, and Central Asia) and now to the Eurasian Union. A less 
extreme version, one that is domineering if not outright hegemonic, may apply 
to India’s role in South Asia until recently, and China’s in Southeast Asia over 
the past few years. Nigeria’s role in ECOWAS is also relevant as a possible 
example of the domineering approach. 

Structural power can also be found in regional groups that have emerged 
from the break-up of empires in which the former colonial power provides 
support to the regional group. This is exemplified in France’s role in West and 
Central African regionalisms. The Union économique et monétaire de l'ouest 
africain (UEMOA) and the Communauté économique et monétaire d'Afrique 
centrale (CEMAC) were initially developed as monetary unions using the 
French franc, which was controlled by France (Bach 1999, Bilal 2013), and 
they still maintain substantial economic and security links with France. Other 
examples are regionalism in East Africa (the East African Community, which 
came about as the break-up of the British Empire) and Southern Africa (the 
precursors to SADC, which was fostered by Apartheid South Africa), the 
Commonwealth of Independent States, and the Collective Security Treaty 
Organization, created after the break-up of the Soviet Union. 

Structural leadership relies heavily on physical and material capabilities. 
Although the provision of public goods through a regional institution can help 
to legitimize structural leadership, the use or threat of use of sanctions and 
coercion is never far removed from the picture. Sometimes, the recipients 
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accept a hegemon’s public goods out of fear of the coercive capacity of the 
leader. Even if direct force is not used, the fear of sanctions (including denial 
of military and economic aid, investment, transportation, and market access) 
might lead small states to accept a leader’s public good offered bilaterally or 
through regional mechanisms, as has been the case with China in Myanmar; 
China and India in Nepal; Russia in its area; and the US in Asia, the Caribbean, 
and Africa. 

A second style of regional leadership may be termed “accommodation- 
ist.” It describes the approaches of Brazil, South Africa, and Japan today. It 
is hierarchical, rather than hegemonic. The neighbors still fear dominance or 
interference by the leading power, whether due to material power disparities 
or some memories of the past. But the leading powers have gone some way in 
reassuring their neighbors by pursuing cooperation and providing some public 
goods while avoiding pressure and coercion. All the same, there may not be the 
kind of “we feeling” found in a communitarian organization. Cooperation is 
sometimes induced because of the perceived dangers of noncooperation rather 
than positive mutual identification. This kind of grouping is better described as 
"consociational" rather than communitarian.’ Leadership is not structural, but 
relies heavily on entrepreneurship and ideas/norms. Usually, accommodation- 
1st leadership is found within multiplex regionalism. It 1s relatively rare within 
hegemonic or integrationist regionalisms. 

A third regional style may be termed "communitarian." This can be 
found in both integrationist and multiplex regionalisms, but they emerge 
and work in different ways. Communitarian leadership in the EU is heavily 
institutionalized and distinctly supranational. Although the leadership role of 
individual countries like France and Germany—the traditional major players 
in EU—remain important, they are subsumed by the role of the European 
Commission in Brussels and the EU’s three presidencies (i.e. the Presidency 
of the European Commission, the Presidency of the European Council, 
and the Presidency of the Council of the EU). By contrast, leadership in 
ASEAN, while communitarian in nature (Acharya 19952), is much more 
flexible, nonlegalistic, has less of a supranational dimension, and is shared 
and pluralized. Indonesia, the largest ASEAN member in population and 
overall gross economy (not in per capita terms, however), is often called the 
leader of ASEAN, but this is not accurate. Indonesia’s role in ASEAN has 
been likened to that of being in a “golden cage”: Jakarta’s restraint towards 
its smaller neighbors, such as Singapore and Malaysia, has led the latter to 
express a degree of deference to Indonesia as being “first among equals” 
within ASEAN. There has been no war between Indonesia and its immedi- 
ate neighbors since ASEAN was founded in 1967, just after Indonesia’s war 
against Malaysia had ended. However, in reality, ASEAN has a plural leader- 
ship. Indonesia has mostly led on regional security issues, whereas Singapore 
has led in economic cooperation, and the Philippines in the area of human 
rights and civil society engagement. In fact, the three countries were the 
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proposers of the ASEAN Political-Security Community (APSC), the AEC, 
and the ASEAN Socio-Cultural Community (ASCC), respectively. 

The “ASEAN Way” is a process of regional interactions and cooperation 
featuring informality, consensus building, and nonconfrontational bargain- 
ing styles which are often contrasted with the adversarial posturing, majority 
vote, and other legalistic decision-making procedures in Western multilat- 
eral negotiations (Boyce 1973, p.175).° The ASEAN Way has been described 
as "consultation on the basis of equality, tolerance, and understanding with 
overtones of kinship and common interests." Long before Nye (1990) devel- 
oped his idea of "soft power," the ASEAN Way was described as a form of 
"soft diplomacy as contrasted to saber-rattling, gunboat diplomacy of the 
colonial and Big Power variety" (Elizalde and Beltran n.d., p.39). Consensus 
building requires a nonhostile psychological setting of consultations. The 
idea of consensus in ASEAN represents a pragmatic way of advancing RPGs 
that was initially applied to ASEAN industrial joint ventures and tariff 
reductions. As Lee Kuan Yew observed in the context of ASEAN eco- 
nomic cooperation (at a time when ASEAN consisted of only five members: 
Indonesia, Malaysia, Thailand, the Philippines, and Singapore): “When four 
agree [to a certain scheme] and one does not, this can still be considered as 
consensus and the five-minus-one scheme can benefit the participating four 
without damaging the remaining one." (Cited in Irvine 1982, p.62.) This 
process is now known as the “ASEAN minus X" approach. Consensus as 
understood in the ASEAN context is not to be confused with unanimity. 
In a consensus situation, “not everyone would always be comfortable," but 
they tend to “go along so long as their basic interests were not disregarded" 
(cited in The Straits Times 1994, p.17). It should be noted that such flexibil- 
ity is far more evident in Asian regionalism than in the EU—where decision 
making is often influenced by the big powers like Germany and France, and 
which is a little feared by its smaller members for its rigid, binding, legalistic, 
and bureaucratic formulas and approach, backed by economic or political 
sanctions—and the Eurasian Union being developed by Russia, which is not 
shy of applying outright coercion. 

ASEAN offers an important example of regional cooperation for public 
goods in a multiplex world. ASEAN’s approach is in direct contrast to the 
North American hegemonic or the European integrationist models for RPGs 
in world politics. Its communitarian leadership structure and nonexclusionary, 
comprehensive approach to public goods encompassing economic, security, 
and social elements should be examined closely for possible emulation and 
adaptation by other parts of the world. Although the ASEAN Way is undergo- 
ing some changes due to new developments such as the US’s highly legalistic 
TPP and ASEAN’s own slow but steady turn towards institutionalization, it 
continues to inform ASEAN’s decision-making style and process and does rep- 
resent an alternative point of reference for how regional bodies may make 
collective decisions for the provision of public goods. 
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Regionalism is an integral feature of the multiplex world, which is defined 
by both intra- and interregional interdependence interacting closely with 
global interdependence. Regionalism in a multiplex world is neither US- nor 
EU-centric. This is no longer just a theoretical possibility. Brexit and the grow- 
ing domestic pressures in the USA against free trade initiatives such as the TPP 
and TTIP are challenging the older models of hegemonic and integrationist 
regionalism. They underscore the need for regions to provide public goods 
without hegemonic leadership like that of the USA and without strongly formal 
and supranational institutions and rules like those of the EU. Overall, RPG 
mechanisms encompass a variety of pathways, and no one size is likely to fit all 
regions. Regional governance and public goods do not displace bilateralism, 
universalism, and other mechanisms, but in some parts of the world, including 
Asia and Africa, they are becoming more important. Old regional mechanisms 
for RPG provision are evolving towards wider and more complex functions, and 
new mechanisms are emerging. Some but not all of these would be under the 
influence of the emerging powers. New institutions initiated by non-Western 
nations, such as the New Development Bank and the AIIB, increase pressure 
on global institutions to speed up their own reform, and embrace a more shared 
leadership, which is vital to their legitimacy and longevity. These trends might 
create short-term institutional uncertainty or even chaos, but will also generate 
opportunities for crafting better regional and global governance structures. 


Notes 


1 The development of African mechanisms to “prevent or at any rate to resolve, any 
conflict situation that arises on the continent... especially in the area of internal 
conflicts” is outlined in OAU (1992, p.9). 

2 For examples of the merit of regional approaches to transnational issues, see Mathews 
(1994, p.287) and Dewitt and Acharya (1995). 

3 For a more detailed discussion, see Acharya (2002). 

4 For further contributions to nonhegemonic leadership, see Cooper, Higgott and 

Nossal (1993). 

On consociational and communitarian regional orders, see Acharya (2014c). 

6 The first of these features, a disposition to summitry, may seem to go against what 
many think to be another key aspect of the ASEAN Way—aversion to institution- 
alization. But until the 1990s, ASEAN summits had been an irregular and informal 
affair. Mere gatherings of leaders/officials should not be confused with "institution- 
alization;" as the latter involves a degree of bureaucratization and resorting to formal 
procedures and mechanisms. 
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4 Transnational policy networks 
and regional public goods in 
Latin America 


Jacint Jordana 


Introduction 


Regionalism can take different forms. In recent decades, we have witnessed 
important waves of regionalism amid globalization across the world, but the 
drivers of these waves have been very different. In Europe, the main driver 
has been institutionalization and the establishment of formal rules (and often 
informal ones, too) to arrange the provision of regional public goods (RPGs). 
In South Asia, regionalism has moved forward thanks to economic integra- 
tion, often privately driven. In Latin America, however, there has been no 
clear driver. For decades, the region has been characterized by constant failure 
in its attempts to advance institutionalization, as well as by weak advances in 
economic integration beyond the pressures of globalization. 

In discussing this challenging situation, this paper will argue that a particular 
and distinctive driver for regionalism has been emerging in Latin America. The 
driver that I suggest has been operating strongly in the region is socially shaped 
and is particularly rooted in the dynamics of myriad nonhierarchical policy 
networks that operate across countries and sectors throughout the region. As I 
will explain, this network-based mode of regional integration has been firmly 
on the rise over the last three decades, and has become capable of providing 
some level of RPGs, while also contributing to many successful processes of 
policy diffusion in the region. Unfortunately, these networks do not yet fulfill 
most of the promises of the “new world order” suggested ten years ago by 
Anne-Marie Slaughter (2004). 

Regional policy networks are probably not an alternative to institutions 
for political integration. Instead, they represent a different itinerary for pro- 
viding some RPGs, with their particular intricacies. Networks are located in 
multiple places and spheres, and do not show a well-designed structure or 
logic of cohesion: they can be embedded within international organizations, 
or explicitly promoted for policy coordination purposes; they can be the result 
of professional associations at the regional level (e.g. LASA, CLAD, LACEA 
among others); they can be government-based networks under the umbrella 
of particular intergovernmental or transnational entities; and they can also be 
promoted by interest groups and civil society organizations operating at the 
regional level. In fact, these are only a few examples that show where such 
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networks are located and remain active over time. Networks do not require 
large budgets, formal organizations, or hierarchic management; but of course 
they can benefit from these resources if they are available. 

Transnational networks in Latin America are valuable for developing 
social and professional communities, for facilitating mobility and mutual sup- 
port when needed, and for managing training and transmitting information 
(Fernandez-i-Marin and Jordana 2015). Aided by weak language barriers, Latin 
American transnational networks have contributed to the diffusion of policy 
innovations and the transmission of political ideas. In a way, they contribute 
to promoting a soft version of regionalism, which is also very convenient for 
establishing linkages with networks, platforms, and international organizations 
related to global governance. However, the major obstacle to constructing a 
network-based regionalism in Latin America is that these setups cannot fully 
tackle the problem of underprovision of regional or transnational public goods. 
Networks often suffer from a serious collective action problem due to the free- 
rider effect and the lack of selective incentives or coercive mechanisms, and 
this limits their potential. However, such limitations do not undermine their 
ability to provide some RPGs effectively. 

In this paper, I concentrate on the governance of regulation at the regional 
level by means of networks, as an example of public good provision, to exem- 
plify and develop the arguments previously outlined. I explore some of the 
reasons behind the weakness of regulatory networks in providing RPGs, 
while recognizing their contributions to a basic level of provision. The pri- 
mary outputs of regulatory networks are, as identified by Berg and Horrall 
(2008, p.188): “(1) events and meetings; (2) data for benchmarking; (3) public 
pronouncements; (4) material for stakeholders; (5) capacity building for profes- 
sional staff; (6) best practice laws, procedures and rules; (7) regulatory network 
news; and (8) technical studies.” Some of these are club goods, while others 
are pure or impure (excludable) public goods that fulfill the purposes of the 
network’s members, in particular its sponsors or leading members. Governance 
functions that I expect can be activated by such networks include norm and 
agenda setting, consensus building, policy coordination, knowledge produc- 
tion, exchange and dissemination, and also the use of international reputation 
for domestic purposes. I will also discuss the potential for developing more 
hybrid modes of governance, in which networks and other forms of such mar- 
kets or hierarchies could merge into synthetic and polymorphic innovative 
governance structures. 

This is important as networks have played important roles in Europe dur- 
ing the 2000s and also in forging public-private trust-based structures in some 
Asian cases. In addition, networks and their related hybrid forms have great 
potential for articulating interregional connections, adapting their shape and 
profile to specific geopolitical constraints and becoming temporal constructions 
without major path-dependence consequences. In this sense, network-driven 
policies appear to be extremely relevant for the fragmented and changing 
circumstances of contemporary global governance. 
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Based on several examples drawn from the areas of finance and telecom- 
munications, I will discuss the logic of regional regulatory networks in Latin 
America. The reason for selecting these areas is connected to the different con- 
ditions of global governance in each case. In finance and banking regulation 
there are many global governance shortages due to the lack of well-established 
international organizations capable of playing an authoritative role in these 
areas (Abdelal 2007; Angeloni 2008; Major 2012; Tsingou 2009; Underhill 
and Zhang 2008). In contrast, a large number of international organizations 
are involved in the governance of telecommunications at the global level— 
from the longstanding International Telecommunications Union (ITU) to 
the new Internet Corporation for Assigned Names and Numbers (ICANN) 
(Archer 2014; Kim and Barnett 2000). The next section develops a conceptual 
framework for the analysis of transnational regulatory networks in regional 
environments, while the following sections examine networks in the selected 
policy areas. The final section provides conclusions, including some considera- 
tions on the potential role of policy networks for the provision of RPGs. 


A framework for studying regional governance by 
transnational regulatory networks 


Network-based transgovernmental actors are increasingly present in interna- 
tional arenas, both global and regional, in particular in specialized sectors with 
significant technical components, such as pharmaceuticals, telecommunications, 
data privacy, standard setting, or human rights, among many others (Djelic 
and Quack 2010; Kahler 2010). These networks may take multiple organi- 
zational forms and also adopt different functions in regulatory policy making, 
including rule making, rule taking, and rule intermediation. Professionals and 
civil servants working in governmental or quasi-governmental organizations 
from different countries are the agents that constitute these networks, and the 
interactions between these individuals frequently take place in a plurality of 
international settings and venues which their countries are members of. In fact, 
shared membership in international settings has been identified as a power- 
ful mechanism for policy diffusion, fostering the introduction of policy and 
institutional innovations at the domestic level (Fernandez-i-Marin and Jordana 
2015; Holzinger et al. 2008). These interactions are often articulated and 
convened by international associations and organizations not based on inter- 
national treaties, but on soft structures of mutual collaboration, information 
circulation, and informal coordination. It has been observed that the activity 
of such international structures, which usually operate in a nonbinding fashion, 
retains most of the characteristics of network governance (Kahler 2010; Levi- 
Faur 2012; Risse 2004). 

A network mode of global—or regional—governance is “based on shared 
or pooled authority and on repeated, enduring, and reciprocal relations 
among actors in different national jurisdictions [...] (even if one mem- 
ber of the network has a more central position or more influence over 
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outcomes than others)” (Kahler and Lake 2009, p.248). As stated, by means 
of diffusion mechanisms related to the network environment, their activi- 
ties may also involve substantive impacts on the development of domestic 
policies, despite their having no formal authority (Bach and Newman 2010; 
Brust and McDermott 2012). Regulatory conventions, managerial and policy 
best practices, and procedures for establishing policy instruments are typical 
examples of informal norms and models circulating within such transnational 
network circles, which are then processed and adopted by domestic govern- 
ment authorities in their specific domains. 

Together with international organizations, regulatory agencies are major 
players in regulatory networks. Their global spread across many policy areas 
over the last few decades (Jordana et al. 2011) has brought many changes to 
the domestic policy arena in diverse sectors. Regulatory agencies have become 
important actors, often bringing together high visibility and enough technical 
resources to intervene in domestic policy making, while also being well con- 
nected to similar institutions in other countries. Beyond their specific tasks, 
with their strong professional patterns, regulatory agencies can also be under- 
stood as institutional solutions to the problems related to the management of 
regulatory capitalism (Jordana and Levi-Faur 2005). They have been expand- 
ing significantly in Latin America and the Caribbean (LAC) (Jordana 2012) 
and constitute nodal institutions capable of articulating interactions between 
global and local actors, as well as between public and private ones (Bianculli 
et al. 2015). For this reason, regulatory agencies would be expected to engage 
in transnational regional networks, to promote them, and also to obtain ben- 
efits from their involvement in policy making at multiple levels of government 
(Berg and Horrall 2008; Djelic and Sahlin-Andersson 2006). 

Network structures may effectively facilitate the intermediation of regula- 
tory concepts and practices from the international to the national level, or from 
one country to another (Levi-Faur and Starobin 2014). They establish spaces 
in which regulatory innovation and policy change come up against potential 
regulatory compliance. In contrast to marketplaces, in which the exchange 
of interests predominates, networks are places in which deliberation, value 
formation, and policy learning are also possible. This means that processes of 
regulatory diffusion often have complex and uncertain outcomes, but ones that 
are often more promising than formal trade agreements in terms of overcoming 
difficulties and gridlocks. Network-level outcomes may involve the introduc- 
tion of screening systems that most members of the network will consent to 
and accept, thus legitimizing them. In fact, actors involved in transnational 
regulatory policy networks may include, among others, rule makers, rule tak- 
ers, and rule intermediaries. The involvement of these three kinds of actors 
represents an opportunity to promote or also establish formal or informal sys- 
tems of regional regulatory governance. 

However, the governance of these networks may present distinct struc- 
tural properties, and each particular form of network governance can create 
very different situations that are capable of shaping the activity of regulatory 
intermediaries. Networks are not formal organizations, nor do their members 
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share legal ties; in fact, their connections are usually based on mutual trust and 
repeated contacts. Provan and Kenis (2007) identify three types of network 
governance. First, “participant governance,” which involves the direct partici- 
pation of members without any specialized structure of governance. Second, 
“lead organization governance,” a model in which a particular organization 
operates as a leader by administering the network and supporting the other 
members in their efforts related to the goals of the network. Finally, “network 
administrative organizations (NAO)” governance, based on the existence of a 
separate entity designed specifically to govern the network, or which simply 
becomes the network facilitator or the network broker. 

I suspect each form of network governance would be articulated through a 
different framework. While participant governance would require high con- 
sensus in selecting and accepting actors, lead organization governance would 
not require more than the implicit understanding of network members. Also, 
the NAO form of network governance would allow the acceptance of certain 
participants to be specified and suggested to the network members, without 
the requirement of high levels of consensus. These expectations are useful 
for better understanding the diversity of modes of governance that emerge in 
transnational regulatory domains, and how they are selected and recognized as 
valuable by rule takers at the national level. 


Transnational networks in banking in Latin America 


In this section I examine regional policy networks in banking in Latin America 
as an example of a regulatory context in which there are multiple global gov- 
ernance shortcomings. Globally, the main rule maker in banking is the Basel 
Committee, while national regulatory agencies also play an important role. 
Within this context, states decide “voluntarily” whether or not to adopt cer- 
tain pieces of regulation (as rule takers). However, I am curious about the role 
that regional networks may play in connecting the global and domestic levels 
(including networks of agencies, rating agencies, consultants, and experts), and 
how they contribute to facilitating decisions on rule adoption. 

Financial regulatory institutions in Latin America were surrounded by a tur- 
bulent environment during the 1980s and 1990s, coping with banking crises and 
domestic fiscal crises. Economic developments and policy reactions in the region 
have been intensively researched and extensively discussed in the literature 
(for example, Lora 2007; Ocampo and Ros 2011; Rojas-Suarez and Weisbrod 
1995). However, this paper takes a different approach to public intervention 
into banking policy in Latin America. Focusing on the transnational dimension, 
I discuss how banking regulators in the region were capable of establishing new 
governance arrangements following the crisis at the regional level, which in 
some way contributed to greater financial stability in recent years. The section 
scrutinizes the architecture of Latin American international organizations and 
transgovernmental networks within the banking regulatory space and assesses 
how far their institutionalization has contributed to a more effective form of 
regional regulatory governance and RPG provision in more recent times. 
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Regional networks in banking play a significant role in the absence of a 
worldwide organization of banking regulators, in contrast to other financial sec- 
tors, such as insurance or securities and exchange, where a more articulated 
system of global governance exists. In fact, the European Union exemplifies a 
different response to these shortcomings. In 2003, it established the Committee 
of European Banking Supervisors (CEBS), aiming to create an independent 
advisory group on banking supervision that was capable of articulating a net- 
work mode of governance in banking regulation within the EU. This network, 
however, enjoyed very few resources, and was instead solely focused on the 
coordination of national authorities (Quaglia 2007). Several years later, a more 
hierarchical structure was introduced with the creation of the European Banking 
Authority (EBA), which started operations in 2011. EBA inherited all the tasks 
and responsibilities of CEBS, but also obtained some powers to overrule national 
banking supervisors, particularly in cases of competitive behavior among coun- 
tries regarding banking regulation that might undermine common regulatory 
standards. More recently, the European Central Bank (ECB) obtained more 
relevant responsibilities to supervise those large banks in Europe that are able to 
create systemic risks. Compared to Latin American initiatives, however, those 
in Europe were proposed and also driven by the EU and involved a hierarchical 
logic of regional integration that was not present in the Latin American context. 


Network governance forms in Latin American banking 


There are several transnational structures in Latin America that relate to the 
governance of banking at the regional level. Some of these structures are interna- 
tional associations that all the countries in the region are members of. These were 
not created by international treaties but instead evolved from the very informal 
network arrangements that began several decades ago. They now have a certain 
degree of formal organizational structure, but their members still work largely 
as a network for coordination and information exchange. These structures are 
complemented by public-private dialogue networks articulated by multilateral 
organizations, fundamentally the Inter-American Development Bank (IDB). In 
addition, there are two international associations operating at the subregional 
level, one related to the MERCOSUR and the other to Central American 
countries, and both of which undertake their activities within the framework of 
subregional integration initiatives with specific institutional structures. 

The most relevant transgovernmental structure for network governance in 
banking in LAC—but that also encompasses North America—is the Association 
of Supervisors of Banks of the Americas (ASBA, Asociación de Supervisores 
Bancarios de las Américas). This association has gained a preeminent position in 
the regional governance of banking issues, particularly after the banking and 
debt crises that many countries in the region suffered in the 1980s and 1990s. It 
is a clear case of the NAO form of network governance, one that evolved from 
a simpler participant governance form at its origins. 

One factor to be taken into account when assessing the relevance of banking 
agencies in the region is that they were first introduced in many countries in the 
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1920s (Jordana and Levi-Faur 2006). At the time, their initial design was strongly 
influenced by North American models, partly as a result of the missions led by 
Edwin Walter Kemmerer, a Princeton University professor who acted as a con- 
sultant for many governments at that time (Drake 1989). In subsequent decades, 
these banking agencies went through a long history of institutional development 
and occasional crises (see Nogales 2000 on Bolivia, and Garavito and Fernando 
2003 on Colombia). As can be observed in Figure 4.1, these agencies expanded 
quite rapidly across the region (Jordana and Levi-Faur 2005). More recently, 
they underwent massive reforms in order to obtain more autonomy vis-a-vis the 
executive (Jordana and Ramió 2010). Except in Argentina and Brazil, designs 
of banking regulatory agencies in Latin America are much more homogene- 
ous than in Europe, where central banks are involved in banking regulation 
in a large number of countries. Within this context, it is no surprise that the 
first meeting of banking regulators in Latin America took place in 1981, when 
the Commission of Latin American and Caribbean Banking Supervisory and 
Inspection Organizations (Comisión de Organismos de Supervisión y Fiscalización 
Bancaria de América Latina y el Caribe) met for the first time in Mexico, after being 
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convened by the Center for Latin American Monetary Studies (CEMLA, Centro 
de Estudios Monetarios Latinoamericanos).' 

The Commission of Latin American and Caribbean Banking Supervisory 
and Inspection Organizations held meetings almost every year during the 
1980s and adopted a formal organizational design as early as 1982, during its 
second meeting, held in Lima, when its statutes were approved. Membership 
reached 27 countries by 1984, and meetings were open to experts and repre- 
sentatives from different international organizations. Representatives were also 
frequently invited from extraregional supervisory authorities, like the USA or 
Spain. In addition to these general meetings of agency heads or presidents, a 
number of technical committees started to operate on specific issues during the 
1980s. During the ninth meeting, held in 1992 in Santa Cruz, Bolivia, it was 
decided that the organization would change its name to Association of Banking 
Supervisory Organizations of Latin America and the Caribbean (ASBALC, 
Asociación de Organismos Supervisores Bancarios de América Latina y el Caribe). 
Organizational support from CEMLA remained in place until the late 1990s, 
when ASBALC became more self-sufficient and established its own permanent 
secretariat in Mexico, DF. This also led to changes in its network governance 
form, which evolved towards the NAO type, with a specialized organization 
responsible for coordination, administrative services, and service provision to 
members. It was at this time that the organization was renamed ASBA, partly 
to signify the full inclusion of North American banking regulatory agencies. 

In recent decades, ASBA’s main task has been to disseminate the regulatory 
requirements of the Basel Committee on Banking Supervision through the 
region, helping with their implementation, explaining their contents, and facili- 
tating a space for the exchange of information and experiences among members. 
One major instrument for achieving this aim has been a large-scale training pro- 
gram with guest teaching staff from the United States, Canada, Spain, and also 
from within the region itself. A second instrument is the working groups (and 
subgroups) on multiple regulatory issues. These include one representative per 
country who exchange experiences, elaborate common positions, or revise the 
implementation of Basel-based regulations in the region. The secretariat provides 
support to all high-level meetings of ASBA members, manages the training pro- 
gram, and also implements modernization programs. Two successive technical 
cooperation programs established by the IDB have supported ASBA’s efforts to 
propagate the Basel regulatory frameworks, and have also provided technical 
support to countries when needed (Gutierrez and Caraballo 2011). 

Regulatory regimes in most countries in the region were focused on micro- 
prudential regulation until 2008, and banking agencies and their networks 
usually promoted more intense adoption of international regulatory standards. 
Currently, levels of implementation of Basel I and Basel II regulatory require- 
ments are very high in most countries in the region, reaching about 80% in 
2010 (De la Torre et al. 2012). Furthermore, ASBA is also allowed to partici- 
pate in some Basel Committee meetings so as to obtain information directly 
and provide views from LAC. This is very useful for small countries, which do 
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not have alternative channels, but not for larger ones, as these have their own 
seat on the Basel Committee. 

In this sense, it can be argued that the main information circulating in the 
regional network relates to the diffusion of the international standards that are 
commonly accepted as correct or adequate at a given time, including assess- 
ments of their adequacy, practicality, and other details of their implementation. 
This can be understood as a valuable club good for national supervisors, particu- 
larly for small countries. However, larger countries also obtained public good 
compensations from membership: one the one hand, they enjoyed increased 
influence in defining region-wide regulatory positions and, on the other hand, 
they benefited from some level of regional regulatory harmonization and by 
avoiding dumping on the part of their smaller neighbors. 


Subregional networks of regulators in financial governance 


There are other financial regulatory networks in the region, such as the Central 
American Council of Superintendents of Banks, Insurance, and other Financial 
Institutions (CCSBSO, Consejo Centroamericano de Superintendentes de Bancos, de 
Seguros y de Otras Instituciones Financieras). This network was created in 1976 
and includes regulatory agencies from Honduras, Guatemala, El Salvador, 
Nicaragua, Costa Rica, and the Dominican Republic. The CCSBSO initially 
operated as a network, convening annual meetings, but in 2000 it established 
itself formally as an international association, showing a similar pattern of mov- 
ing towards an NAO form of governance. During the 2000s, the CCSBSO 
became very active, establishing many technical committees to deal with regula- 
tory harmonization or accounting standardization and other issues. In 2011, it 
decided to establish a permanent secretariat in Panama with the aim of achieving 
a stable organizational structure while moving beyond the network approach 
that characterized its operations at its beginnings. This is a clear case of a trans- 
national network providing club goods by means of developing organizational 
capabilities—and establishing strong connections with rule takers at the national 
level within the subregion. Finally, it is also important to note that CCSBSO is 
directly represented within ASBA, in addition to its national members. 

In addition, the MERCOSUR also emerged as an active cluster for coordi- 
nating financial regulation at the subregional level, in a similar way to CCSBSO 
countries. Working Subgroup 4, which deals with financial issues, is made up 
of representatives from central banks, banking authorities, and insurance and 
securities agencies, and articulates different technical teams focusing on specific 
areas of financial regulation (insurance, capital markets, money laundering, and 
financial services), which meet relatively frequently. However, their activities 
are based more on negative coordination and information exchange than on 
advancing regulatory harmonization and the integration of financial systems 
and regulatory supervision. In this sense, the structure of the body’s network 
governance has remained a participant governance form of network. In this 
sense, its capacity to play an active role in providing subregional public goods 
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is weak, but it is nonetheless capable of reaching some decisions by consensus. 
It has made, in fact, some advances towards reaching certain levels of harmo- 
nization in technical areas (i.e., accounting criteria) and also in developing 
common criteria for the implementation of Basel II and Basel III standards. 


Multilateral international organizations and transnational banking 
networks 


Networks promoted by multilateral organizations are clear cases of lead organ- 
ization governance networks, which usually require less coordination and 
cooperation in order to operate. The IDB established a research network called 
the Latin American Financial Network in the early 2000s, with the purpose of 
promoting high-level policy discussions on financial issues in Latin America. 
'The new network also aimed to foster personal bonds among the academic 
community, regional policymakers, and the IDB research team, to facilitate 
policy exchange and, eventually, policy diffusion. The network's main activity 
is a yearly workshop that brings together top researchers, policymakers, and 
financial regulators from the North and the South to discuss recent theoretical 
and empirical advances in the economics of corporate finance in a two-day 
brainstorming session, and to coordinate a common agenda. 

Around the same time, the IDB also launched a series of regional policy 
dialogues in different areas, including banking supervision. In 2003, this net- 
work started as a public-private conference on the implications of Basel II for 
Latin America, convened by the IDB in Washington, DC, with high-level 
representatives from domestic regulatory institutions, major banking associa- 
tions, and also regional or subregional associations. These meetings continued 
each year in different places, as a venue at which bank representatives and 
supervisors could engage in dialogue with a regional perspective. This net- 
work includes 25—50 members at each meeting, and is also supported by major 
regional associations and networks in the area (ASBA and CCSBSO for regula- 
tors, and FELABAN for banks). Since 2010, this initiative has been integrated 
into the IDB’s regional policy dialogues and is also becoming better articulated 
within the IDB's development strategy. In general, the governance form of 
this network is based neither on self-organization or consensus making, but 
provides some benefits for participants, such as information exchange and con- 
sensus building, without any commitments on their part. 


Transnational networks in telecommunications in 
Latin America and the Caribbean? 


International organizations as regional network promoters 


There is no shortage of international organizations in the area of telecommuni- 
cations worldwide. It is thus no surprise that they are among the most important 
sources of support for governance in this sector in Latin America. In this sense, 
two organizations that aim to act as lead organization governance in the region 
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are especially important. First, there is a broad-purpose, territorially based inter- 
national organization that focuses on regional integration goals: the Organization 
of American States (OAS), which was established in 1948 for pancontinental 
purposes and is headquartered in Washington, DC. Second, there is the sector- 
based Latin American branch of the ITU, an intergovernmental organization 
affiliated with the United Nations that is one of the oldest intergovernmental 
organizations in the world, as it was originally established in 1865. 

Among the regional networks connected to these international organizations, 
the most important is the Inter-American Telecommunication Commission 
(CITEL, Comision Interamericana de Telecomunicaciones; CITEL 2005), which aims 
to perform in the NAO mode. Created by the OAS in 1994, the high point of 
the sector’s commitment to market competition and privatization, it is a subunit 
specializing in the regional governance of telecommunications. CITEL has two 
types of members: representatives from the public sector (who now come from 
33 countries), who may come from any type of public body, and often include 
sector ministers; and associate members from different areas of the private sector, 
mainly regulated firms. 

CITEL’s main governance purpose, however, is to focus on pure public 
goods, promoting agenda and rule setting on the technical and regulatory 
side of telecommunications, in order to establish common norms, network 
interoperability, joint use of the radio-electric spectrum, and so forth. In the 
1990s, it began work on the Blue Book on Telecommunications Policy for the 
Americas (2005), published jointly with the ITU’s branch in the Americas. 
Its contents aimed to suggest policies and rules to be developed in the 
region after the liberalization of the sector in the early 1990s. During the 
2000s, CITEL became less stringent in terms of its policy suggestions, and 
increasingly turned into a space where government positions for forthcom- 
ing ITU conferences were negotiated, with the aim of eventually reaching 
consensus for regional strength in different global telecom forums. This 
is particularly true for the United States and Canada, which usually look 
to conclude hemispheric agreements at CITEL, while striving to establish 
common regional standards, a process which is strongly contested by several 
Latin American countries. 

CITEL has a complex structure including a rotating board of directors and 
two specialized Permanent Consultative Committees within which detailed 
discussions take place. There are a number of other working groups, which 
include representatives from several countries. In addition to these regular 
gatherings, CITEL is very active in providing specialized training: it has estab- 
lished a number of training centers in most Latin American countries, offers a 
large number of courses, provides grants for course participants, and coordi- 
nates these tasks with the regional branch of the ITU, which is also involved in 
providing specialized training. 

The abovementioned ITU branch, which was opened in 1992, is active 
in launching programs to provide technical support and promote the advance 
of telecommunications in the less developed countries in the region. In addi- 
tion to government participation, the regional ITU branch has also expanded 
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its membership to form a network-like structure involving 115 organizations, 
which include firms, NGOs, scientific units, and regional organizations. The 
network is employed to disseminate information, facilitate meetings, and 
provide specialized training. In fact, the ITU office is strongly focused on 
developing policies in the area of telecommunications in the region, providing 
technical advice on the telecoms governance of less developed countries, and 
also coordinating some ICT development projects. This initiative represents 
a move towards establishing a hybrid mode of regional governance, taking 
advantage of the characteristics of network-based procedures within a more 
traditional institution. 

In addition to CITEL and the regional branch of ITU, there are a number 
of subregional organizations with a similar operational logic. These subregional 
initiatives have a public nature, taking the form of an international treaty or sec- 
toral initiatives that form part of subregional integration processes. For example, 
a group of Central American countries established the Telecommunications 
Regional Technical Commission (COMTELCA, Comisión Técnica Regional de 
Telecomunicaciones) in 1966. Originally a network of public operators, COMTELCA 
is an association of different Central American regulatory agencies that is a com- 
mon space for subregional governance involving national authorities and regulatory 
agencies. Also at the subregional level are other structures that serve some govern- 
ance functions, mainly consensus building and policy coordination, such as the 
MERCOSUR. Committee for Communications, SGT-1, established in 1995, or 
the Andean Committee of Telecommunications Authorities (CAA TEL, Comité 
Andino de Autoridades de Telecomunicaciones), established in 1991. In addition to its 
regular interactions, CAATEL was also active in joint decision making regarding 
the regulation of some technical areas (e.g. satellite communications) during the 
1990s and early 2000s. 


Regulatory agency networks in telecoms 


Established in 1998 as a forum to facilitate policy coordination in the region 
among the new regulatory agencies in most Latin American countries, the 
Latin American Forum of Telecommunications Regulators (REGULATEL, 
Foro Latinoamericano de Entes Reguladores de Telecomunicaciones) began operating 
after almost all countries in the region had already created regulatory agen- 
cies (see Figure 4.1). This initiative represents a participant governance mode, 
where members take care of coordination, but without a robust structure. The 
origins of REGULATEL are strongly related to a critical juncture when all 
Latin American countries sought to take a common position regarding inter- 
national call termination costs, in opposition to US and Canadian interests 
that were seeking to quickly reduce their payments for call termination. This 
cleavage created the need for a separate forum from CITEL, one that centered 
on regulatory agencies instead of ministerial representatives. This was a serious 
dispute that forged interests that would be defended jointly by Latin American 
agencies, which were all in some way responsible for this issue. REGULATEL 
rapidly brought together 20 telecommunications regulatory agencies in Latin 
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America (three European agencies from Portugal, Spain, and Italy later joined 
as observers, but Caribbean regulatory agencies were not invited). 

By the time the termination cost dispute was over, the network was already 
in operation, and the member agencies—most of which were then still young, 
expanding organizations—have since continued to perform some governance 
activities and tried to keep the network structure functioning under certain 
limited internal rules. For example, the REGULATEL presidency rotates annu- 
ally among the heads of the 20 regulatory agencies that form the network. 
REGULATEL is a participant organization, and members did not agree to make 
financial contributions to sustain the network. Resistance in several countries has 
stifled continued support for this initiative, limiting the possibility of its becoming 
a lead organization in the sector and developing a stronger transnational platform. 

A significant obstacle to the REGULATEL network becoming more insti- 
tutionalized and better able to produce more public and club goods is related to 
the widely varied formal status of telecom regulatory agencies in Latin America. 
The network operates only as a coordinating body, sharing tasks and responsi- 
bilities among its members through a minimal organizational structure; but it 
does not operate as an international organization. Its members see the network 
as a forum, a common space in which to manage knowledge and build consen- 
sus: “the Forum operates through an organization that takes advantage of the 
infrastructure of the regulator of each member country, to carry out exchanges 
of information and experiences” (REGULATEL 2009). However, they do 
not perceive it as providing authoritative guidance. Its main objectives are to 
facilitate the exchange of information and policy coordination, to promote 
the harmonization of regulation in the region (thus contributing to regional 
integration), and to identify and defend regional interests as a whole, seeking 
to define common positions to be defended in international forums. But only 
the first of these has really been achieved. 

In spite of its limited governance capabilities and shortage of public goods 
provision, REGULATEL has become very active in organizing annual meet- 
ings in the region. To some extent, these periodic exchanges of information 
are believed to contribute to the harmonization of regulation in Latin America, 
facilitating the emergence of learning mechanisms (Pena 2006). Some club 
goods are also provided by REGULATEL, such as data for benchmarking, 
technical studies, or regulatory network news, which particularly benefit small 
countries. A parallel network involving Caribbean utility regulators exists as 
well: the Organisation of Caribbean Utility Regulators (OOCUR) was created 
in 2002 and includes agencies dealing with telecommunications regulation. 
This is not a formal organization, but a network of regulatory agencies which 
exchange information, promote joint activities, and facilitate their interactions, 
and so is similar to REGULATEL but on a smaller scale. 


Conclusions 


Following my comparison of the structures of regional network governance 
in the two policy areas examined, I have found many differences, but also 
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some similarities. On the one hand, the lack ofa well-established and inclusive 
regime of global governance in banking has obviously triggered uncertainty and 
increased the relevance of regional settings as alternative spaces for interaction 
and information exchange, while the fragmentation and polarization of global 
governance in telecoms has produced an increasing number of competing 
regional networks for sector governance, and fewer incentives for regulatory 
harmonization. On the other hand, both cases show that norm definition and 
norm setting has not occurred at the regional level, but rather in countries 
outside the region or at the global level. The role of regional transnational 
networks emerges as a critical one, in particular for smaller countries, in order 
to obtain information, advice, and technical support without taking on strong 
obligations as rule takers. In this sense, I have observed that some policy net- 
work patterns are very similar: small countries perceive their outputs as public 
goods or club goods, while larger countries do not require these, but obtain 
indirect benefits from their involvement in networks. 

Another difference lies in the type of regional network governance predom- 
inating in each sector. Given the absence of alternative options, the evolution 
of ASBA in the banking area shows the transformation of regional network 
governance from a participant governance to an NAO form over the course of 
more than 30 years, a process supported by other actors that function as lead 
organizations for more politically sensitive issues. In the case of telecoms, I have 
observed how CITEL acted in the 1990s as an NAO for the governance of 
the sector, but was unable to integrate emerging networks of regulatory agen- 
cies, which also developed alternative participant governance network modes, 
although these were not strong enough to build an alternative NAO that was 
capable of increasing the offer of RPGs for the sector. Both cases, however, 
have come up against the same problem of the involvement of countries out- 
side the region, creating more difficulties for collective action, although they 
provide resources and better information channels for network operations. 

For decades, regional governance networks in both sectors have created 
a sustained pattern of intense information exchange and common under- 
standing for regulatory harmonization in the region, which almost certainly 
contributed—to different degrees of intensity according to each sector and 
each country—to the adoption and further adjustment of new rules in national 
settings. However, these networks have not been capable of enlarging the pro- 
vision of public goods (or club goods) in their policy areas, nor of evolving 
towards stronger institutional forms. New ideas circulate through these net- 
works that affect agenda setting at the national level, but only when certain 
opportunity windows are present are they able to influence policy develop- 
ments to explicitly harmonize countries’ regulatory frameworks, for example. 

Regulatory governance networks allowed the emergence of informal 
mechanisms of regional cooperation, or a rapid diffusion of regulatory inno- 
vations, beyond formal institutions, regional summits, and multiple attempts 
to move forward political integration. However, these networks showed 
many shortcomings, in particular their inability to act intentionally to pursue 
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relevant objectives, due to weak institutionalization and scarce resources. 
As a result, however, a novel but limited offer of regional public and club 
goods—such as stronger cooperation, rapid information exchange, and sus- 
tained trust among regulators and policymakers—emerged in the region. 

It is probably not to be expected that regional policy networks will provide 
more public goods, but they can improve the quality of the collective goods they 
provide in regulatory governance through better coordination, stronger trust 
formation and increased information exchange. This may produce regulatory 
convergence through diffusion nurtured by transnational network activity. They 
also may expand into many other sectors in which regulatory harmonization 
gains at the regional level are possible. The successes and failures of this net- 
work mode of regional governance, however, clarify the existing limitations and 
opportunities for the provision of RPGs. In this sense, promoting regulatory 
governance networks may well contribute to providing the region with more 
benefits, but also it is clear that this mode of governance cannot be the solution 
to most of the region’s integration problems. 

More promising are hybrid modes of governance that, given the particularities 
of Latin American integration, have the potential to promote regulatory harmo- 
nization. For example, establishing political links within the same area between 
regional regulatory networks and initiatives relating to “hard” public goods 
(such as infrastructure provision), provided by different institutions, may help 
to overcome some weaknesses in collective action. An advantage of networks is 
that they do not compromise sovereignty, nor oblige participation in decision- 
making processes, nor require sunk costs or long-term investments. They are 
simply ad hoc working arrangements which can be adapted to many different 
geographies and moving sector-specific borders. In sum, experimentation and 
originality in regional governance is necessary for Latin American integration, 
as each region must find its own mode of integration and its own connection to 
global governance. A larger supply of different types of RPGs could be provided 
by a multiplicity of hybrid modes and polymorphic structures of governance, 
involving innovative combinations of institutions and networks. 


Notes 


1 CEMLA was created by a network of economists from Latin American central banks 
as early as 1952 to provide training and technical advice from within the region itself. 
When central bank governors from LAC started to meet in 1964, CEMLA became 
its permanent secretariat (CEMLA 1993). 

2 This section is based on a previous study by Jordana and Levi-Faur (2014). 
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5 Can regional standards be above 
the national norm? 


Impact evaluation issues for regional 


public goods 


Joaquim Tres and Paulo Barbieri 


Introduction 


Countries across the globe face challenges and opportunities that are often 
better addressed through regional cooperation and collective action to pro- 
duce public goods. Some examples include regional regulation to reduce water 
pollution in a multinational sea, lake, or watershed; a common prevention 
and preparedness strategy in a seismic region; a regional arrangement of small 
countries to collectively procure medicines at lower prices and at higher qual- 
ity, a regional free trade agreement to reduce trade costs; or a joint export 
promotion scheme by small economies to target distant markets. Throughout 
history, examples of regional cooperation such as these abound, ranging from 
defense agreements to trade and economic development policies and invest- 
ments. There has consequently been a great deal of research that charts and 
analyzes regional cooperation. In recent years, assessment studies have been 
carried out through more systematic network analysis to shed light on the 
interactions, flows, and relations in regional cooperation. However, with the 
rare exception of trade and investment agreements, regional cooperation sel- 
dom has been assessed using methodologies that measure the effectiveness of 
its execution and implementation and the specifics of its development impact, 
especially in Latin America and the Caribbean (LAC). 

In a nutshell, this chapter proposes the use a range of impact evaluation 
methods to assess the development impact of regional cooperation projects and 
to attempt to transfer learning from one context to another to design better 
regional public goods (RPGs) projects. The need for LAC to do this is the result 
of: i) the international community’s adoption of principles that emphasize the 
measuring of development cooperation results;' ii) the growing interest in and 
social pressure toward increasing accountability for development cooperation 
in developed countries in general; iii) the consolidation of South-South coop- 
eration (SSC), which increases the need to show its development effectiveness; 
and iv) declining development cooperation flows to most LAC countries as a 
result of their economic and social progress leading to their “graduation” from 
traditional donors’ programs. Thus, there is an overdue need for LAC countries 
to find new ways of continuing to engage with traditional donors. Showing the 
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development impact of their SSC, most of it bilateral, may attract the interest 
of traditional donors to engage LAC countries in triangular cooperation both 
within LAC and in other geographical contexts. But LAC countries’ SSC is 
also regional, including the horizontal, bottom-up, country-driven generation 
of RPGs that can benefit from traditional donors as key strategic partners, as 
long as their benefit spillovers are above the national norms. 

This chapter begins by presenting the Inter-American Development Bank’s 
(IDB) Regional Public Goods Initiative? because for over a decade it has been 
one of the largest and most innovative instruments providing support for hor- 
izontal regional SSC in LAC; also because many of the supported projects 
produce regional standards that are reported to be above the national norms 
and that intuitively show strong results and sustainability beyond the IDB 
funding phase. We believe that the results achieved by the IDB-supported 
RPG projects can only be partially captured by network analysis and that they 
require a range of impact analysis methods to be undertaken if we are to fully 
capture their development impact, draw lessons for other horizontal SSC inter- 
ventions in LAC and other regions, and leverage new forms of engagement 
with traditional donors. This section also reviews the relevant definitions of 
public goods that underpin the IDB RPG Initiative against the backdrop of the 
ageregation technologies used to characterize RPGs, so as to later explain why 
the definition used in the IDB RPG Initiative includes the collective regional 
production of public goods, an aspect which is usually neglected. 

The following section discusses whether regional standards created by 
regional cooperation can be above national norms. More specifically, this 
chapter challenges the notion that regional cooperation is mainly based on 
the “weakest link” aggregation technology of production (whereby the small- 
est/weakest contribution determines the good’s aggregate level) or a sort 
of “race to the lowest common denominator.” Instead, it supports the idea 
that countries’ policy makers quite often resort to creating and converging 
to higher transnational standards characterized by a “better shot” aggrega- 
tion technology of production (whereby the largest/strongest contribution 
has the greatest influence on the good’s aggregate level) or a sort of “race to 
the top.” To do this, they embark on challenging policy reforms that need 
to pool stronger technical capacity, want to make national backtracking more 
difficult, and often try to overcome domestic political economy resistance to 
reforms. Despite the potential and actual positive development outcomes of 
such “higher” regulatory convergence as a result of the generation of those 
RPGs, development impact analysis and national regulatory enforcement are 
surprisingly scant in LAC. 

This chapter will continue by acknowledging the importance of network 
analysis while still stressing the importance of adopting a range of impact evalu- 
ation methodologies that can shed light on the actual development impact of 
RPGs. Empirical evidence, either qualitative or quantitative, is needed to deter- 
mine the results and potential impact of those RPGs. Furthermore, the chapter 
proposes the use of a range of impact evaluation methods as this goes one step 
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beyond customary monitoring and evaluation of development cooperation by 
focusing on causality and isolating other effects and potential selection bias. It 
thus may allow us to explain why and in what contexts regional cooperation 
projects can be expected to succeed. Among the experiences generated by the 
IDB RPG Initiative's projects, this chapter focuses on the Central American 
Pharmaceutical Protocol Project to illustrate the relevance and importance of 
measuring the development impact of regional cooperation because it may pave 
the way to assessing regional cooperation beyond documenting the wealth of 
exchanges among partners. This case study, together with other briefly cited 
examples, can also show traditional donors the usefulness of partnering in hori- 
zontal SSC, even if participating agencies are from middle-income countries 
that will soon “graduate” as development cooperation recipients, so as to spur 
on triangular cooperation in other contexts. 

Mindful that sometimes supranational regulation leads to weak implementa- 
tion in the absence of penalties, in this chapter we insist that in many instances 
of regional cooperation, regional standards can indeed be above the national 
norm because the generation of R.PGs can: 


e pool limited national technical capacity to produce a new, higher regional 
standard, 

e lower costs by realizing economies of scale (as in the Central American 
Pharmaceutical Protocol presented in this chapter), 
reduce the costs of navigating country-specific regulatory environment, 
curtail attempts at regulatory capture in cases of limited market competition, 
prevent backtracking due to the difficulty of persuading partner countries 
to break the regional standard, and 

e prevent backtracking due to implementation costs. 


This chapter concludes that, after analyzing the project inventory for the IDB 
RPG Initiative, it is evident that regional standards can be above the national 
norm, but only in limited circumstances. It also concludes that there is a need 
to develop an impact evaluation agenda focusing on RPGs because it will be 
important to further assess ex-post results and to focus on national regulatory 
enforcement. If regulatory convergence to higher regional standards is hap- 
pening as part of the implementation of RPGs in the region, studying the 
national enforcement of the new legal arrangements is an important endeavor 
to undertake. 


Generating development solutions through collective 
regional action 


At the turn of this millennium, the international community began to come 
together around the UN Millennium Development Goals? The debate around 
providing global public goods picked up considerable momentum, and later 
moved on to include RPGs. Some drilled down through that debate to show 
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that “the potential benefits of global public goods were actually ‘regional’ in 
nature and a promising way to supply such goods might lie in regional solu- 
tions” (Estevadeordal, Frantz, and Nguyen 2004, p.1). 

Beyond that assertion, others like Sandler (2005 and 2013) highlighted addi- 
tional factors promoting RPGs such as the favorable characteristics of publicness 
(nonexcludability, nonrivalry, and aggregation technologies of public supply); 
fewer nations involved than in global public goods (thus reducing the disin- 
centives of cross-border collective action); and past and ongoing interactions 
among regional countries (both positive and negative such as peace-building 
efforts and wars). The rest of the factors promoting RPGs identified by Sandler 
(2013) bear a special significance in the light of developments in LAC countries 
since the 1990s in relation to the rise of new regionalism and customs unions 
and thus deserve additional comment. Countries in LAC have been especially 
active in signing regional trade agreements (RTAs), which account for over 
70 of the 270 RTAs worldwide and regulate two-thirds of trade in the region; 
and there is cultural and spatial propinquity among spillover recipients. The 
dominance of the Spanish language in Latin America and its compatibility 
with Portuguese spoken in Brazil (which is mirrored by similar affinities in the 
English-speaking Caribbean), together with similar political and legal systems 
among countries in the region, all bode well for reducing the cost of regional 
coordination and collective action to promote RPGs. 

However, RPGs are also subject to factors inhibiting their generation and 
face challenges that are harder to overcome than those faced by national or 
global public goods. With regard to national public goods, countries have the 
proper incentives for providing these, and global public goods are promoted 
through their far-ranging benefit spillovers because donor countries stand to 
gain through their efforts to underwrite recipient countries’ provision of such 
goods (Sandler 2013). The IDB’s experience in managing the RPG portfolio 
concurs with Sandler (2013) that the main factor inhibiting the generation of 
RPGs is less donor spillover as a result of a limited range of benefits to the 
region in question. This, for example, is the case of the Central American 
Pharmaceutical Protocol presented in this chapter, for which there are no 
spillover benefits outside the participating Central American countries. Other 
inhibiting factors include the fact that nations must form (complex) coalitions 
to gain finance or provide collateral (as is the case of EU countries that are part 
of a Trans-European Network transportation corridor and want to collectively 
access concessional financing from EU entities such as loans, guarantees, and 
grants); regional rivalry (which may stem from ideological and policy diver- 
sity); and an insufficient culture of support for regional development banks 
(which is also due to limited funds as a result of supporting the generation of 
global public goods through entities with global reach in the form of interna- 
tional organizations, as is the case of the support several donors have given the 
WTO to implement its 2013 Bali Trade Facilitation Agreement). 

Thus, in the context of such insufficient support from traditional donors due 
to limited spillover benefits and the “graduation” of LAC countries from their 
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aid programs, resorting to the subsidiarity principle may help us understand and 
determine which institutions should be involved in the provision of RPGs. 
Kanbur, Sandler and Morrison (1999) assert that there should be a close match 
between the providing institution’s jurisdictional authority and the range of 
benefit spillovers of the public good, thus they identify the IDB as the most 
appropriate such institution when the spillover range for the public goods in 
question is Latin America or its subregions. Based on the factors promoting 
and also inhibiting the generation of RPGs as well as the application of the 
subsidiarity principle highlighted above, the IDB established its RPG Initiative 
in 2005. 

The IDB RPG Initiative has so far invested over US$100 million in grants 
to 140 RPG projects executed by over 100 LAC organizations and in which 
over 700 entities participated, most of which were public but which also 
included private not-for-profit agencies. The initiative used the IDB’s own 
resources earned through LAC countries’ loan repayments. IDB-supported 
RPGs have so far had an average of eight participating countries from LAC 
with the frequent engagement of strategic partners from traditional donor 
countries or international and regional organizations. Figure 5.1 shows histori- 
cal data on the number of projects and total amounts per sector for the IDB’s 
RPG portfolio. The initiative has funded projects in different sectors, including 
climate change, education, energy, public institutions, and trade. The amounts 
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disbursed have varied from US$500,000 to almost US$2 million per project 
(see Annex for project details). In line with the properties of nonexcludability 
and nonrivalry for public goods and bearing in mind aggregation technologies 
(from summation to better shot), additional countries from the region can join 
a project once it has started (thus enhancing scale spillovers). The average 
amount disbursed for a project is US$820,000. The projects included in the 
IDB RPG Initiative have been some of the most structured, demand-driven 
efforts among LAC countries to generate RPGs. These projects allow coun- 
tries both to produce and reap the benefits of the RPGs that were generated, 
thus engaging them in horizontal, regional, SSC and offering a platform from 
which to leverage triangular cooperation and explore potential new ways of 
meaningfully engaging the dwindling traditional donors in LAC. 

The IDB RPG Initiative is based on the rationale that LAC countries 
share many development challenges and opportunities that can be addressed 
more effectively and efficiently at the regional level. However, that asser- 
tion does not imply that all LAC countries share the same challenges or 
opportunities, and thus countries form collectives or coalitions of those 
willing to generate RPGs. Sandler’s categories (2013) are used below with 
examples of real IDB-supported RPGs because they are helpful for under- 
standing LAC’s often revealed preferences. Countries form ad hoc coalitions 
for the following reasons: 


e geology (El Salvador, Guatemala, and Honduras in Central America’s 
Northern Triangle share the Lempa River and generated an RPG to 
improve management of its watershed), 

e geography (countries in Central America decided to adopt an International 
Transit of Merchandise system and reduce physical inspections of cargo con- 
tainers at border crossings when cargo was only in transit in the country), 

e country proximity (MERCOSUR countries coalesced to eradicate the 
cattle screwworm), and 

e shared policy values (Caribbean countries established a joint FDI invest- 
ment map and an association of investment promotion agencies). 


These examples illustrate the diversity of factors that lead LAC countries to 
establish coalitions to generate RPGs that can address their challenges and 
opportunities. 

Promoting those regional/subregional coalitions was and still is deemed 
to add more value than purely national interventions that seek to address 
many kinds of regional issues. Take the example provided in this chapter’s 
introduction of regional regulation to reduce water pollution in a multina- 
tional sea, lake, or watershed. In such a case, a purely national intervention 
would be insufficient and also quite ineffective because while one country 
would limit or control its polluted water discharges, the rest of the countries 
sharing the same ecosystem would continue to pollute with only overall 
marginal progress in reducing pollution. This example and others presented 
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so far illustrate that many issues to be addressed are regional in nature and 
that national public goods are unable to address them efficiently or effec- 
tively, thus requiring collective regional action mechanisms to generate the 
adequate range of spillover benefits. 

With this rationale, the IDB RPG Initiative adopted a practical definition 
that guides the annual approval of projects. The definition stems from the two 
properties of nonrivalry and nonexcludability that define public goods, that is, 
that the use (or consumption) of the available good by one or more countries 
does not generally preclude other eligible countries from using it, and that no 
eligible country can be reasonably excluded from its use. On that basis, the 
IDB RPG Initiative defines RPGs as products, services, or resources that are 
consumed and produced collectively by the public sector and, if appropriate, 
by the private sector in a minimum of three countries.” 

The production element in the IDB’s definition, however, requires some 
explanation as it represents a departure from the standard definition of public 
goods. In the case of the IDB RPG Initiative, the production element matters 
almost as much as the consumption factor because it underpins the regional 
cooperation dimension that the IDB wants to promote in the generation of 
RPGs. As RPG practitioners, we concur with Nordhaus’s (2005) conclusion 
that the debate on public goods focused on nonrivalry and nonexcludability in 
their consumption and neglected the nature of the production of public goods 
underlying the indivisible benefits. This is an additional reason for proposing in 
this chapter that a range of impact evaluation methods be undertaken so as to 
also focus on why and in what institutional contexts RPG production can be 
expected to succeed, thus allowing for learning from other RPGs. 

The definition also allows for not-for-profit private-sector entities to 
participate in the generation of RPGs and for public-private partnerships 
since private-sector entities require the nonobjection of governments to 
participate. This inclusion is due to the increasingly blurred boundaries 
between the public and private spheres and the growing number of pri- 
vately regulated entities in LAC countries that serve public purposes and 
generate national public goods, as is the case of export promotion agencies 
or voluntary certification standards entities. The inclusion of private-sector 
entities also recognizes that the new regionalism is multidimensional and 
entails the active cross-border engagement not just of states, as in the old 
regionalism, but also of multilevel government entities and nonstate actors 
such as entities from the private sector and civil society in general that take 
form as asymmetric networks and ad hoc coalitions.^ 

To strengthen the cooperation element, the IDB requires the participa- 
tion of entities from at least three countries at any government level, as long 
as they are responsible for public policy in their field of interest. The main 
reason for stipulating that three countries be involved is that the IDB RPG 
Initiative is also an instrument for supporting regional horizontal cooperation. 
It attempts to create a critical mass of countries for two main reasons. First, 
coordination beyond two countries is more complex and costly due to more 
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severe coordination failures that act as roadblocks to the generation of RPGs. 
Countries often find their own domestic resources for addressing binational 
public bads such as the local spread of foot-and-mouth disease among cattle 
or for generating new opportunities through a public good such as a shared 
international airport or a binational border control. Second, the IDB RPG 
Initiative attempts to promote RPGs that in many instances rely on economies 
of scale to produce tangible shared benefits, such as those that focus on pooling 
knowledge from participating countries. 

Since the initiative attempts to promote regional cooperation, it also 
stresses that public goods are to be produced by means of horizontal, collec- 
tive regional action. It accepts proposals that fit into a broad range of public 
goods aggregation technologies, including summation, weighted sum, weak- 
est link, threshold, and better shot but tending to exclude clearly apparent 
best shot production, whereby the largest contribution determines the good’s 
ageregate level. Participating countries thus collectively decide the size of their 
contribution and how to achieve their goals, develop their own agendas, adopt 
their own working mechanisms, establish project governance, select their exe- 
cuting agencies and strategic partners, and decide which commitments they 
are willing to undertake together. The involvement of public agencies is a 
requirement because the initiative concentrates on RPGs that are related to the 
coordination of public policy design and reform, such as regulatory upgrades, 
institutional strengthening, and capacity development, which have significant 
potential for development impact. 

The IDB RPG Initiative places a premium on goods that have the potential 
to generate significant spillover effects in terms of scope when the spillover 
benefits extend beyond the sector that was originally targeted, as is the case 
of the Central American Pharmaceutical Protocol that ministries of health in 
the subregion in question want to use to procure hospital supplies.” The IDB 
RPG Initiative also places a premium on those goods with the potential for 
generating spillover effects in terms of scale when the benefits extend beyond 
the original group of countries, as was the case with the Central American 
Pharmaceutical Protocol Project when Guatemala joined it in 2015.* 

The key features of the IDB RPG Initiative worth highlighting in this 
chapter are its: 


e demand-driven nature, which means that countries themselves get together 
to identify the development challenge or opportunity, then generate con- 
sensus to develop and present a project proposal to the IDB to produce the 
public good deciding on the spillover benefit range; 

e competitive allocation of funds through an annual call for proposals that is 
highly competitive; 

e laboratory of ideas role that countries use to share the risks of innovation 
and pool their best capabilities to attempt higher regional standards; and 

e promotion of SSC and triangular cooperation to allow for knowledge and 
technology transfer and horizontal institutional strengthening. 
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The initiative is open to all areas of work in which the IDB is active and has 
thus become its main instrument for supporting regional cooperation and col- 
lective regional action. 

In addition to funding the annual call for proposals (which results in the 
approval of an average of ten RPG projects), the IDB provides several types 
of support for the specific groups of countries that produce the RPGs. These 
types of support are worth highlighting, as they are gradually becoming key 
to understanding the institutional factors for successful RPG generation. The 
IDB acts as a knowledge broker to bring together state-of-the-art knowledge, 
regional and international lessons learned, and good practices from outside 
the region in order to inspire the production of RPGs. The IDB leverages its 
international social capital by offering to bring in strategic partners, often from 
outside the region, and also plays an honest-broker role among the countries 
participating in the project. 

A close examination of the IDB RPG project inventory has made it clear 
that a large number of projects aim to create regional regulatory summits that 
are higher than national standards, often resorting to “better shot” projects. 
Given the relatively large inventory of RPG projects in question, it is worth 
conceptualizing, documenting, and evaluating their development impacts and 
also assessing whether these RPGs are subsequently enforced at the national 
level, so as to draw development cooperation-related conclusions that will be 
useful for the countries of the region and beyond in the context of SSC. This 
chapter now turns to explaining and discussing these higher regional regula- 
tory summits that policy makers are attempting to make and which have been 
observed in many IDB-supported RPG projects.” 


Toward higher regional regulatory summits 


Regional cooperation outcomes are quite frequently characterized by weak- 
est link aggregation technology, whereby countries that have fewer installed 
institutional and financial capacities set the aggregate outcome level. This 
is actually documented in many instances and it is quite intuitive, thus the 
perception that regional cooperation only converges downwards to that 
“minimum common denominator” in the good’s overall production, or a 
race to the bottom, is quite widespread. In such common cases, regional 
cooperation does not result in the optimal potential outcome, especially for 
countries with stronger capabilities. Nevertheless, the more capable countries 
in a given cooperation endeavor may still be interested in participating so as to 
benefit from other spillovers such as contributing to peaceful neighborhood 
relations that prevent conflict. 

However, more often than is actually documented, countries’ regional 
cooperation outcomes produce RPGs in the best shot/better shot range, 
whereby the highest-quality contribution determines the good’s aggregate 
level or has the greatest influence on this. In such contexts, regional coopera- 
tion tends to produce higher regulatory standards than would be generated 
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individually at the national level or higher than in the summation or weighted 
sum aggregation technologies, generating high regional regulatory summits, 
or a race to the top. The following paragraphs will discuss such higher regu- 
latory outcomes with specific cases that show the establishment of coalitions 
that converge to best shot regulation (Figure 5.2) or that push the boundaries 
of regional best shot regulation above the national norms of any of the partici- 
pating countries (Figure 5.3). 

A recent IDB RPG project on LAC’s financial integration established 
that the first challenge in an integrated economic space is to avoid the trend 
toward the weakest link because firms and professionals would seek countries 
with better (more stable) regulatory environments and because lower qual- 
ity regulation was also a source of macroeconomic instability. Zooming in 
from financial integration to stock exchange regulation, Larrain (2014) points 
out that when national regulatory standards are low in some countries in a 
given region, a regional segment of stocks could be developed and volun- 
tarily adopted by countries with lower regulation, so as to aim for a higher 
regulatory summit—in other words, a race to the top, or best shot logic—as 
shown in Figure 5.2." 

The gray-shaded areas of Figure 5.2 represent national stock exchange 
regulations in three different countries, while the white tops represent the 
highest-quality national regulations that govern specific asset classes in those 
same countries. It has been documented that in many instances, countries’ 
policy makers would like their highest-quality regulation (white tops in the 
figure) to converge to the best shot case represented by country 2 because 
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Figure 5.2 Higher Regulatory Summits: Converging to Best Shot Public Goods. 
Source: Larrain (2014). 
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their country would be closer to or would match the highest international 
regulatory standards. That race to the top for a stock exchange market 
segment is the opposite of the weakest link logic and prevents firms and pro- 
fessionals from migrating to country 2 in the integrated or converging zone. 
Many similar cases similar can be found in the IDB RPG Initiative’s portfolio 
in which coalitions of countries in several public policy sectors strive for 
higher regional regulatory summits. 

A closer examination of the project inventory shows that countries attempt 
to create superior regulation even beyond the highest regional summit repre- 
sented by the best shot, as shown in Figure 5.3, where a new regional standard 
is created. In some instances, regional cooperation may produce public goods 
beyond the better shot/best shot higher regulatory environments when 
regional resources are pooled and strategic partners are attracted that may not 
necessarily share spillover benefits. We believe that this is the case for the 
Central American Pharmaceutical Protocol RPG that is explained in detail in 
the next section. 

Policy makers often use regional coalitions or use global standards to under- 
take national reforms to improve national regulation. For example, Ecuador 
is leading an IDB RPG project that aims to support countries in the adoption 
of an international vehicle standard that focuses on safety and environmental 
protection." The harmonization of regulation in this particular case would 
produce both economic gains in relation to car exports and also significant 
improvements in road safety in the countries that participate in generating the 


Highest Summit above Best shot 
New Regional Regulation 
À À 


Regulatory Regulatory Regulatory 
Convergence | Convergence Convergence 


Country 1 Country 2 Country 3 


Figure 5.3 Highest Regulatory Summits: Establishing Regional Public Goods 
Above Best Shot. 
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RPG. Decision makers often establish regional coalitions when they embark 
on challenging policy reforms so that they can: (i) pool stronger regulatory 
capacity, benefiting from knowledge economies of scale from several coun- 
tries; (ii) make national backtracking on reforms more difficult as is the case in 
partner countries’ RTAs; and (iii) try to overcome domestic political economy- 
related resistance to reforms. One effective way of addressing developing 
countries’ limited regulatory capacity is by pooling technical knowledge and 
capacities across countries, as is suggested by Estache and Wren-Lewis (2009) 
and as is the case in several IDB-supported RPG projects that also benefit from 
strategic partners outside of LAC or regional bodies. 

A body of evidence-based research supports the race to the top notion and 
shows that it can be achieved in different ways as a result of SSC to generate 
RPGs. This is shown in Figures 5.2 and 5.3 for stock exchanges or the Central 
American Pharmaceutical Protocol. Other case studies show, for example, 
how countries are working together to improve their school infrastructure by 
establishing regional standards and regulations for the construction, use, and 
administration of school spaces. Ten Latin American countries with diverse 
regulation on education were part of the project from its beginnings, and two 
more joined later. Many of those countries established goals that included 
improving their school construction laws, and some of them are on the way to 
implementing a jointly developed school survey instrument to better identify 
their needs. As a result, school construction in some participating countries 
such as Chile, Honduras, and Panama is undertaken using the RPG that 
represents the highest regulatory summit, one that is above the participating 
countries’ best shot. 

Other cases show how signing an RTA with economies that have stronger 
regulation promotes such regulatory convergence toward the top. For exam- 
ple, RTAs that include environmental provisions foster convergence around 
reductions in CO, emissions. Baghdadi, Martinez-Zarzoso and Zitouna (2013) 
found that the gap in emissions per capita is about 18% lower for pairs of 
countries that signed R TAs with environmental harmonization policies. Those 
RTAs are global and are not necessarily between developed and developing 
countries. Dewan and Ronconi (2014) studied the enforcement of labor law 
in LAC countries that have either signed or have not signed an RTA with the 
United States and concluded that the number of labor inspectors increased 
by 20% and the number of inspections rose almost 60% on average for those 
countries with such RTAs. 

Other cases show how a national public good expanded its range of ben- 
efit spillover into an entire region due to one of the countries’ market power. 
One example of this is a carbonated drinks company that removed an addi- 
tive from all its products being distributed in Central American countries 
after Costa Rica banned it as a suspected carcinogen. The cost of two sepa- 
rate production runs, one solely for Costa Rica and one for the rest of the 
Central American market, was prohibitive. In that case, the rest of Central 
American countries enjoyed the spillover benefits of higher-quality national 
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preventive health regulation (a best shot scenario) via a private firm response, 
without having to change their own regulations. 

The cases presented above show different ways of racing to the top, some of 
which entail clear national enforcement, but is this always the case? Despite 
the potential and actual positive development outcomes of such convergence 
to higher regional regulatory environments as a result of the generation of 
the RPGs reviewed above, there is a surprising scarcity of development impact 
analysis and rigorous assessment of national regulatory enforcement so as to 
ascertain why RPG projects work and which institutional contexts success 
takes place in. 

In the context of the “graduation” of some LAC countries from traditional 
donors’ OECD eligibility list of aid recipients, documenting those impacts and 
demonstrating the broad benefit spillovers from regional cooperation would 
represent a step forward in strengthening the case for SSC within LAC, offer- 
ing it as a platform for triangular cooperation, and may also become a key asset 
for LAC countries to engage in the development effectiveness dialogue more 
meaningfully. We now turn to a widely disseminated IDB-supported RPG in 
Central America, as it may pave the way to answering many of the questions 
on impact analysis and the national regulatory enforcement of RPGs posed in 
this chapter and shared by many LAC development cooperation practitioners. 


The Central American pharmaceutical procurement 
mechanism 


In 2007, with the support of the IDB, eight Central American countries 
designed the Central American Protocol for Drug Procurement and Quality 
Control RPG project.? Led by the Council of Ministers of Health of Central 
America and the Dominican Republic (COMISCA), the project aimed to set 
up a coordinated regulatory framework for medicine procurement through a 
joint price negotiation process in order to provide the subregion with com- 
mon regulation, procedures, and quality control standards for the medications 
used in public hospitals. The IDB ended its financial support for this RPG 
in 2012, and the Central American countries and their regional institutions, 
led by COMISCA, have continued to benefit from lower prices and higher- 
quality medicines. 

The joint negotiation process (the actual RPG) established by the project 
consists of two stages. The first stage is centralized and has a region-wide scope. 
In it, COMISCA’s executive secretariat acts as the executing agency and leads 
a five-step process: (i) planning; (ii) event publicizing and tender reception; 
(ii) legal and technical assessment of tenders; (iv) price negotiation; and 
(v) allocation of medicines according to each country's demand and needs." 
'The second stage takes place at the national level, as each country's health 
ministry, having previously estimated the quantities of medication to be pro- 
cured, will purchase them through this regional mechanism via collective bids 
and at the prices and quality standards agreed on by the region. 
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Joint negotiations take place via reverse auctions,”” where the winners 


are the companies that offer the highest-quality medications at the lowest 
cost. To be eligible for the auction, suppliers must meet several requirements 
and obtain a prequalification certificate from COMISCA that allows them 
to participate in negotiation events. This is a highly competitive process in 
which only the suppliers that are capable of meeting high quality standards 
are prequalified. The eligibility of suppliers and the selection of medicines 
to be acquired are based on existing regional pharmaceutical regulations and 
international quality norms, including those issued by the World Health 
Organization.'^ Through these procedures, Central American countries bene- 
fit from a transparent system that optimizes public health resources and selects 
only the best drugs and supplies. 

In terms of quality control standards and common procedures for acquiring 
drugs, the system operates around a single harmonized list for the entire region 
that includes all the medications that countries are interested in purchasing. 
This allows countries to avoid duplicating efforts and to reduce purchase times 
and costs while promoting the faster introduction of cutting-edge and priority 
medications into their public hospitals. 

Between 2010 and 2015, five joint negotiation events were carried out, 
signifying estimated regional savings of around US$36 million, as is shown 
in Table 5.1. Cost reductions for each round ranged between 20% and 30%, 
and for some specific drugs reductions were as high as 1,000% (COMISCA 
2016). It is important to note that the IDB’s investment in this RPG pro- 
ject was US$800,000, which represents 2.2% of the total estimated savings 
for the 2010-2015 period. This RPG business model is a clear example that 
could inspire triangular cooperation, whereby traditional donors request that 
COMISCA become the executing agency, for a fee, in a different geographical 
context. The question, however, is whether the Central American institutional 
context can be replicated and whether the initial success of the project can be 
scaled up in other contexts through learning from this experience. In broad 
terms, what are the institutional underpinnings of what appears to be a suc- 
cessful regional cooperation project? Would these allow us to spread the use 
of the mechanism and explain why and in what context similar projects can be 
expected to work, as observed by Deaton (2009)? 

Readers not familiar with Central America may be unaware that an institu- 
tional structure for regional integration and cooperation has existed in the area 
since the early 1950s, though with important subsequent institutional reforms. 
The current institutional setting, which dates from the early 1990s, is led by a 
supranational body called the Central American Integration System (SICA) and 
its sectoral bodies, which include the intergovernmental political and policy 
mechanism run by member countries’ ministers (COMISCA), which is served 
by an executive secretariat. COMISCA generates mandates through regional 
political will, and its secretariat provides general support, seeks international 
cooperation, and, most importantly, generates technical capacity and follows 
up on the implementation of the mandates. In our view, those institutional 
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underpinnings were fundamental to the success of this RPG project and in 
distributing the RPG’s benefits. We wonder whether the generation of an 
RPG of this caliber would be possible with only a network of countries’ policy 
makers with the support of ad hoc experts. We need to know more to explore 
the external validity of the lessons offered by this RPG for other contexts. 

Beyond the accumulated and current savings due to this effective procure- 
ment system, higher drug quality, and the contribution of requisite institutions, 
it would be interesting to apply impact evaluation methodologies to assess the 
project’s real impact and draw lessons from the protocol itself for future RPG 
projects, being mindful, however, of the limitations of scaling up (Deaton 
2009; Nadel and Pritchett 2016). Specifically, we propose a comparative study 
be conducted that includes treatment and control groups. Those drugs that 
have been included in the negotiation would be part of the treatment group, 
and similar medicines that have not been included in the agreement would be 
part of the control group. This counterfactual would allow one to assess what 
would have happened in terms of drug prices and savings in the absence of the 
protocol. The internal validity provided by this type of randomized control 
trial (RCT) analysis will provide robust arguments for continuing to engage 
traditional donors in such projects though it may not be sufficient for learn- 
ing why it is working, as demanded by RCT skeptics. Figure 5.4 provides a 
graphic illustration of the proposed impact evaluation in parallel with network 
and institutional analysis. 

There are several reasons for undertaking this type of evaluation. First 
and foremost, it is important to ensure that the RPG improves Central 
Americans’ wellbeing through medicine procurement savings in the region’s 
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Figure 5.4 Proposed Impact Study. 
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public hospitals. This would also free up budget resources to buy either 
larger quantities of medicines or procure other goods or services for the 
subregion’s health systems. Second, the IDB needs to know the real impact 
of its investment beyond the protocol and assess the institutional underpin- 
nings so it can draw lessons for the formulation of future RPG projects in 
LAC. As explained in the introduction to this chapter, four reasons stand 
out to carry on such evaluations: the adoption of measuring development 
results by the aid community; social demand for them; consolidation of 
SSC; and the decline of aid to LAC countries. 

There is thus an overdue need for LAC countries to find new, innovative 
ways of continuing to engage with traditional donors. Showing the develop- 
ment impact of their SSC may attract the interest of traditional donors to 
engage LAC countries in triangular cooperation both in LAC itself and in 
other geographical contexts. Additionally, if RPG projects show high devel- 
opment impact they could benefit from traditional donors as key strategic 
partners, provided that the benefit spillovers of the RPG projects are above 
national norms and their potential and actual development impact can be 
demonstrated. This chapter now proposes the most salient issues for assess- 
ing RPG development impact, starting with network analysis but including 
further steps such as robust project monitoring and evaluation, as well as ways 
of measuring actual development impact through RCTs and beyond to find 
out why RPG projects work and in which contexts. 


Main issues in the impact evaluation of 
regional public goods 


Network analysis has been broadly used in the social sciences as a methodol- 
ogy derived from the physical sciences that focuses on interactions, flows, and 
relationships between different actors inside a network (Borgati et al. 2009). 
Network analysis has indeed been very useful for the understanding and prac- 
tice of international relations and regional cooperation. Network research has 
mainly focused on the consequences of networks and uses graphic language 
to represent individuals (or aggregations of individuals) as “nodes” (points in 
the network) and their relationships or links with other individuals as lines 
(Vera and Schupp 2006). Berg and Horrall’s (2008) work on applied network 
analysis techniques for the study RPGs will be particularly relevant to the 
proposed exercise since the authors explore how networks of sector regu- 
latory agencies create RPGs to provide a variety of goods, such as data for 
benchmarking, handbooks on regulatory best practices, studies, and sponsored 
meetings. Jordana and Sancho (2005) found, among other conclusions, that 
network analysis cannot, however, explain the political decisions taken but it 
places decision-making processes in context by setting out why some policy 
options were eventually adopted while others were not even contemplated. 
This type of approach to network analysis may prove useful as a necessary step 
for evaluating RPGs but, in our view, it will not be sufficient. 
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Although the outcomes of network studies provide a powerful tool for 
graphically representing variables and scenarios, they have been criticized by 
skeptics for being merely descriptive and for lacking an explanation of the 
causality mechanisms that connect the independent and dependent variables 
that we deem important to assessing why RPG projects work. The same 
question of causality sets impact evaluation apart from other monitoring and 
evaluation approaches. The case of the Central American Pharmaceutical 
Protocol presented above, however, seems to concur with such skeptical 
views on the limits of network analysis and on the ability of networks alone 
to assess high development impact projects such as the protocol. Most RPG 
projects in the IDB inventory, beyond the wealth of interaction assessment 
shown by network analysis, also require a focus on progress indicators for 
evaluating project outcomes and assessing the effectiveness of implementa- 
tion and execution, as outlined by Khandker, Koolwal, and Samad (2010). 
The following cost-benefit analysis conducted by a smallpox eradication 
program coordinated by the World Health Organization (WHO) illustrates 
the point. Once the smallpox was eradicated, the impact study showed that 
the ratios of benefits to costs were impressive." The total expenditure on 
eradication was around US$298 million, and the total annual benefit was 
estimated to be US$ 1,420 million. These benefits are not only the prevented 
number of deaths but also vaccination costs and the cost of illness (Fenner 
et al. 1988; Barrett 2007). 

However, to assess the full range of benefits at the national scale during 
the implementation of an RPG, one final step needs to be added. Banerjee 
and Duflo (2012) argue that in order to assess the effectiveness of a policy or 
program, the behavior of comparable groups facing different levels of exposure 
to the program or subsidy need to be observed. To do so, they suggest adapt- 
ing R.CTs conducted by medical science to test new drugs. Impact evaluation 
can be implemented with both quantitative and qualitative methods as well as 
with ex-ante and ex-post methods. Nevertheless, the evaluation work carried 
out by Banerjee, Duflo, and the MIT Poverty Action Lab associates tends to 
focus on the impact of national public goods. For RPGs, it would be neces- 
sary to zoom in from the RPGs themselves to their national implementation, 
as RPG impact evaluation aimed at measuring benefits at the national level 1s 
still quite scarce. Having said that, however, Deaton’s (2009) and Nadel and 
Pritchett's (2016) caveats to RCTs apply when assessing why an RPG is suc- 
cessfully applied in some countries and not in others. Barrett (2007) points to 
cases that include tsunami warnings, disease eradication (malaria, for example), 
and climate change adaptation that could be addressed through a global public 
goods approach that may be instrumental when applying the proposed evalu- 
ation exercise to RPGs. 

Perhaps one of the few R.PGs in developing countries that was a result 
of regional cooperation and that conducted an impact evaluation within its 
results framework was the Asian Development Bank's project to combat 
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dengue in the ASEAN subregion of Cambodia and Lao PDR in 2009, using 
pilot strategies for mosquito larval control and source reduction. One of 
the main components of the project was the introduction of a larvae-eating 
guppy fish in domestic water containers within a strategy of health educa- 
tion and community mobilization. The project design established a treatment 
group (where project activities were conducted and indicators measured) 
and a control group (where no intervention took place but the same indi- 
cators were measured) in each country, including monthly visits and four 
quarterly surveys. The evaluation found that 88% of surveyed containers 
in Cambodia and 76% in Lao PDR had at least one guppy fish, 80% of all 
district health staff and primary school teachers were trained, and by the end 
of the intervention, less than 3% of containers in Cambodian households 
contained larvae."* 

Nevertheless, moving toward rigorous empirical evaluation/experimen- 
tation would not necessarily mean that results can be easily scaled up, as 
mentioned above. An “external validity” problem can arise when trying 
to generalize results to other settings (Deaton 2009; Nadel and Pritchett 
2016; and Rodrik 2008). In the case of RPG projects, the external valid- 
ity problem is relevant in two dimensions. The first concerns learning from 
countries that successfully applied and sustained the national implementation 
of an RPG, and the second concerns the generation of new RPGs in other 
sectors or regions. 

Concerned about learning “what works” by using RCTs, Nadel and 
Pritchett (2016) point out that “the devil may really be in the details,” mean- 
ing that systematic project reviews do not tend to take into account the high 
variability of project design or the “high dimensional space” between programs 
and thus the possibility of having many different outcomes. In other words, 
every RCT exercise faces the challenge of a broad variability in project design 
leading to many possible outcomes of that program. Therefore, these possible 
differences within the same kind of program (for example, conditional cash 
transfers) could pose construct validity issues when trying to learn from the 
RCT exercises to learn from their results and scale up the program or imple- 
ment it in other similar contexts. 

These methodological concerns are not against the idea of taking a step 
further on RPG impact evaluation, and shedding the light on what kind of 
programs work, but instead should be taken into account in the evaluation 
design when trying to learn from why the work and in what contexts. 


Conclusions 


This chapter posed the question of whether regional standards could be above 
national norms. The answer is mixed. On the one hand, regional coopera- 
tion has a tendency to take place at the weakest link level when countries 
converge to the limited institutional and financial capacities of the weakest 
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contribution to the production of an RPG. On the other hand, and more 
often than is documented, regional cooperation outcomes are also generated 
in the best shot/better shot range, whereby the highest-quality contribution 
determines the good’s aggregate level or has the greatest influence on the 
outcome. These RPGs are above the national norm, at least for most of the 
countries participating in specific regional cooperation efforts. An exami- 
nation of the project inventory for the IDB RPG Initiative initially shows 
that countries’ policy makers establish transnational coalitions in order to 
pool regional knowledge to overcome their countries’ capacity limits, pre- 
vent backtracking from regulatory reforms, or overcome national political 
economy-related resistance to them. 

After assessing the IDB RPG Initiative against the backdrop of the prop- 
erties of public goods and aggregation technologies in their production, this 
chapter showed that, in many instances, countries’ policy makers also engage 
in regional cooperation to reach higher regulatory summits. Those summits 
may be achieved through convergence to best-shot standards in specific market 
segments or through innovative environmental and labor standards in RTAs. 
They may also aim higher altogether by establishing new regional standards 
that are above the national norms of the countries contributing to RPGs. 

To illustrate a case of a “higher regulatory summit” that is above the 
national norms of the contributing countries, the chapter presented the Central 
American Protocol for Drug Procurement and Quality Control, an RPG sup- 
ported by the IDB between 2008 and 2012 that remains in full operation to 
this day and that has generated estimated regional savings of around US$36 
million, among other achievements. Such positive regional cooperation out- 
comes pose the question of whether this experience can be replicated, due to 
the specific intergovernmental and supranational mechanisms that underpin it. 
They also encourage evaluation efforts, not just for this protocol but also for 
a selection of other projects from the IDB RPG inventory, so that lessons can 
be drawn regarding the implementation of RPGs in national contexts and the 
future generation of RPGs within LAC and in other regions. 

To initiate the RPG evaluation efforts we propose that impact eval- 
uation techniques be used to assess the development impact of regional 
cooperation building on existing methodologies such as M&E and network 
analysis. This empirical research agenda should also focus on the national 
enforcement of regional regulatory convergence, as well as on its poten- 
tial national spillovers. The evaluation endeavors are needed to position 
regional cooperation within the mainstream of development results assess- 
ment utilized by the international development cooperation community, 
and to respond to the growing social interest for accountability of develop- 
ment cooperation in general as well as the need to show the development 
effectiveness of SSC. 
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Notes 


1 Paris Declaration on Aid Effectiveness (2005), Accra Agenda for Action (2008) www. 
oecd.org/dac/effectiveness/parisdeclarationandaccraagendaforaction.htm; The Busan 
Partnership for Development Cooperation (2011) www.oecd.org/development/ 
effectiveness/busanpartnership.htm; and The Sustainable Development Goals (17) 
www.globalgoals.org/global-goals/partnerships-for-the-goals/ 

2 IDB Regional Public Goods Initiative: www.iadb.org/en/topics/regional-integration/ 
what-is-the-regional-public-goods-program,2803.html 

3 www.unmillenniumproject.org/goals/ 

4 For a helpful review of aggregation technologies and typologies with the examples 
see Sandler (2005), Table 5.1. 

5 www.iadb.org/en/topics/regional-integration/what-is-the-regional-public-goods- 
initiative,2803. html 

6 For a useful distinction between the old and new regionalism, see Hettne and 
Soderbaum (2006) and Table 5.1. 

7 The COMISCA (2016) report proposed expanding the use of the Central American 
Pharmaceutical Protocol to other sectors. 

8 The eight SICA member countries took part in the negotiation rounds of 2015. See 
also Pérez (2015). 

9 The concept of the "summit" is often used in international relations, where it builds 
on Galtung’s definition of “important meetings, events and other sort of diplomacy 
between two or more head of states” (Galtung 1964) to illustrate regulation that is 
of a higher quality than national standards in determined groups of countries, as is 
used in Larrain (2014). 

10 Summation aggregation technology describes the overall level of the public good 
as being equal to the sum of countries’ contributions, while the weighted sum 
describes the overall level of the public good as being equal to the weighted sum of 
countries’ contributions (Sandler 2005, Table 5.1). 

11 Guillermo Larrain was the senior advisor to the IDB-supported RPG on financial 
integration led by Brazil Investimentos e Negocios (BRAIN). 

12 These standards were defined by the World Forum for Harmonization of Vehicle 
Regulations, and are referred to as WP.29. WP.29 is a permanent working party 
in the institutional framework of the United Nations (UN) with a specific man- 
date and rules of procedure. It works as a global forum allowing open discussions 
on motor vehicle regulations. Any member country of the UN and any regional 
economic integration organization set up by member countries of the UN may 
participate fully in the activities of the World Forum and may become a contracting 
party to the agreements on vehicles administered by the World Forum. 

13 Belize, Costa Rica, Dominican Republic, El Salvador, Guatemala, Honduras, 
Nicaragua, and Panama. 

14 The COMISCA Subregional Technical Commission on Drugs (CTSM) also takes 
part in the process. 

15 This means that companies start offering at a reference price, and then subsequently 
offer a lower price, until the lowest price wins. 

16 In many developing countries, drug quality is a public health issue due to insuf- 
ficient quality enforcement controls, and Central America was no exception. The 
protocol established minimum quality standards to ensure the medicines would be 
medically effective in public hospitals. 

17 The benefit-cost ratio was 159:1 if all costs are included and 483:1 if international 
finance only is counted (Barrett 2007). 


Impact evaluation for regional public goods 115 


18 The per person cost of the project was US$2—5 (training and dissemination activities), 
and US$0.2 for guppy fish breeding and management. Additional information about 
this project can be found at ADB (2012). 
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New frontiers in functional 
cooperation 


6 Regional public goods 


The case of migration 


Uri Dadush 


Introduction 


The provision of public goods—activities which most people can enjoy 
at little or no additional cost and from which few can be excluded—are a 
natural province of governments. Examples of pure public goods include 
investments in national defense and regulations that assure clean air, and 
examples of partial public goods include roads and the electricity grid. These 
public goods can be provided at many levels, by a city, a nation, or through 
a regional or global arrangement involving many countries. Throughout this 
chapter, by “regional” I mean approaches coordinated across countries in 
geographic proximity to each other. What, specifically, is the role of regional 
arrangements in the provision of public goods? How is this role changing 
against the background of an ever-deepening globalization? 

This chapter aims to provide an initial answer to these questions, and in 
so doing, it will look more closely at the example of migration as a public 
good—the set of institutions and policies that allow free movement of people 
across borders, and so make it easier to work or reside in other countries. As 
with trade, much migration takes place at the regional level, but while regional 
trade agreements (RTAs) have proliferated, the international coordination of 
migration has fallen far short of what might be expected. Since most migra- 
tion originates in the South, the focus of the chapter is mainly on developing 
regions. The prospects for increased cooperation in two regions with large 
South—North migrant flows, the Middle East and North Africa (MENA) and 
Latin America and the Caribbean (LAC), will be examined in some detail. 

An important message of the chapter is that, across a broad spectrum and 
not just in the case of migration, the ability of developing regions to provide 
public goods is actually quite limited and confined to very specific areas. 
Clearly, to fight climate change or prevent the propagation of banking crises 
and macroeconomic instability, a globally coordinated approach is needed, 
and neither a national nor a regional approach are sufficient. On the other 
hand, the provision of education and policing can be done at the local or 
national level, without much need to resort to regional approaches. If one 
can be clear about what the comparative advantage of regions is in relation 
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to other levels of governance, then one can also define the conditions under 
which the regional provision of public goods is most likely to succeed. 
With rising incomes and deepening international integration, the demand 
for public goods is likely to increase at all levels of governance, including 
at the regional level, although it is unclear whether the “market share” of 
regions in the provision of public goods is likely to rise or decline relative 
to the local and global levels. 

There is an obvious need for regional public goods in some contexts, 
such as border management, transportation, and water and energy infrastruc- 
ture. There are also clear opportunities for harmonizing regulations and for 
striking RTAs (Perry 2014). However, there is also a tendency to hype the 
potential for regional cooperation. For example, in trade, recent research has 
found that the average preference margin in RTAs is in the vicinity of 1% 
(Carpenter 2011). Though there is occasionally talk of closer coordination 
in regional macroeconomic policy, research suggests that such coordination 
is difficult to achieve and that the benefits to be derived from it are small 
(Fischer 1987). Too often, the tendency is to unnecessarily delay necessary 
domestic reforms to await the conclusion of international agreements. This 
provides an alibi for inaction, as in the case of agricultural subsidies, where 
the impasse in the WTO Doha negotiations is being used to delay cuts that 
are needed anyway. Furthermore, there are many instances, such as trade 
facilitation (custom and border logistics reforms) in which by far the great- 
est gains emanate from domestic reforms, while reforms by regional partners 
represent only a secondary source of benefits. 


The role of regions in providing public goods 


In examining the role of regions, it is useful to think of the provision of pub- 
lic goods that encompass a smaller or greater share of the world’s citizens. 
Start with a small group. Today, a critical role in providing public goods is 
played by cities. Cities such as São Paulo or Berlin provide those who live 
there—with varying degrees of success—security against theft and violence, 
clean streets, most business regulations, and in many instances, public utilities 
such as water and gas, and health and education services—altogether a com- 
pelling list of necessities. For this reason, some experts have come to think 
of cities as the main determinant of a competitive business climate: it is not 
nations, the argument goes, so much as cities that compete internationally for 
trade and investment or to attract the best available talent. Cities easily connect 
to citizens: they are seen as legitimate and are also potentially the most effec- 
tive way to provide many essential public goods. However, cities are not the 
natural providers of public goods such as security against the encroachment of 
hostile nations, protection against global terrorism and crime, or infrastructure 
to connect with the wider economy. The provision of many such public goods 
requires reaching across a broader space of economic activity, and so remains 
the role of nations or associations of nations rather than cities. 
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At the other end of the spectrum from cities, and involving all the world’s 
inhabitants, is the provision of global public goods. Undertaking this role are 
the WTO, IMF, the UN agencies, and dozens of other universal or near- 
universal organizations. These institutions aim with greater or lesser degrees 
of success to safeguard the citizens of all their member countries against 
arbitrary restrictions to international trade, macroeconomic instability and 
financial crises, and catastrophic climate change. The role these institutions 
play is crucial, and, in fact, it is difficult to imagine the operation of today’s 
increasingly interdependent world economy without them. However, com- 
pared to cities or nations, global institutions confront enormous problems of 
coordination, and their legitimacy is more easily challenged, especially by 
groups who see the provision of a public good such as free trade or financial 
regulation as a direct threat to their interests. 

There are many layers of governance and provision of public goods in 
between Berlin, which addresses the needs of perhaps 5 million people, and 
the WTO, which addresses the needs of almost 7 billion. In between Berlin 
and the WTO, there is state government, national government, various bilat- 
eral arrangements, regional associations such as the European Union (EU), 
and links between the EU and other regional groups. Increasingly prominent 
are plurilateral agreements among a large subset of nations that are not nec- 
essarily contiguous and coalesce around a specific issue or interest and that 
extend beyond regions but do not encompass the globe. In the sphere of trade, 
for example, such plurilateral agreements take two forms—comprehensive, as 
is the case of the proposed Transatlantic Trade and Investment Partnership 
(TTIP) between the United States and the EU, or issue-based, such as the 
proposed Trade in Services Agreement (TiSA). 

The different levels of governance at which public goods are provided, 
from the local to the regional to the global, interact constantly and can 
complement or substitute each other. For example, the control of carbon 
emissions, a global public good, requires regulation and implementation at 
the local and national level; national macro-prudential regulation and sound 
macroeconomic policies are an essential complement to global mechanisms 
that assure macroeconomic stability; and effective national policies and insti- 
tutions can guard against instability even in the absence of international 
agreements or a lender of last resort. 

In providing public goods, all levels of governance are required to be both 
effective and legitimate. The United States of America, which can be seen 
as the ultimate example of a long-standing and successful regional agreement 
and one which eventually evolved into the world’s superpower, is a case in 
point. The US Federal government is perceived as being quite effective in 
providing some public goods, such as defense, but it is also seen as ineffective 
in others, such as in providing adequate infrastructure and a valid frame- 
work for managing immigration, which are some of the reasons that the US 
Congress has an approval rating of less than 10%. If anything, the European 
Commission, which is at the center of a federation in the making, is viewed 
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as even less effective. A lack of effectiveness, if it persists, eventually erodes 
legitimacy. 


Regional arrangements in a changing world 


The world economy is characterized today by three well-known and closely 
related trends: rapid growth and a deepening globalization of developing 
countries; a shift in economic and political power away from the industrialized 
economies towards China and the large developing countries; and cumula- 
tive advances in technology, especially ICT, which are being quickly adopted 
throughout the world and causing a progressive intensification of these trends. 
To quote a few numbers, according to the World Bank, over the 20 years 
prior to 2012 developing countries grew in excess of 5%, about 3% faster 
than advanced countries, and now account for nearly half of world output at 
purchasing power parity exchange rates. Likewise, the world trade/GDP ratio 
increased from 32% to 51% over this period; and the share of the population 
of developing countries using the internet rose from 0% to 26%, and using 
cell phones from 0% to 81% (Dadush and Shaw 2010). 

These seismic shifts carry implications for governance at all levels. Most 
clearly, global institutions are called upon to do more and better at regulating 
an increasingly integrated world, even as the increased dispersion of power is 
making coordination more difficult. But, perhaps less obviously, the pressure 
on institutions at the local or city level to provide high-quality public goods is 
also increasing. The intensification of international competition, which is an 
integral part of globalization, means that failure to provide adequate schools, 
efficient logistics, or sound business regulation has become costlier than in the 
past in terms of both foregone market and investment opportunities and in 
averting competitive threats. 

The provision of public goods at the regional level is also being affected. 
Globalization and the spread of ICT creates new demands, such as for 
regional broadband networks and harmonization of e-commerce regulations, 
and for more effective border management. However, the new world order 
also creates major challenges in the provision of regional public goods, and 
these challenges apply quite differently across developing regions and can be 
examined through various dimensions. 

Political and security challenges to regional cooperation have become more 
prominent with rapid shifts in economic power. Territorial disputes between a 
burgeoning China and the Philippines, Vietnam, and Japan clearly complicate 
the provision of public goods in the East Asian region. So does rivalry between 
a rising India and a lagging Pakistan in South Asia. The intensifying political 
turmoil across the MENA region, combined with traditional rivalries between 
Saudi Arabia and Iran, or Morocco and Algeria, greatly reduces the potential 
for collaboration in that region. The perceived fading or withdrawal of the 
USA as hegemon and the increasingly polycentric nature of the current system 
is making politics at the regional level more fluid, less predictable, and more 
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acrimonious. This is currently most obvious in the neighborhood of Russia. 
However, even in Latin America, a continent where international conflicts are 
noticeably absent, the rise of China and the BRICS grouping, together with 
diminishing US influence, has strengthened the hand of those inclined to adopt 
heterodox policies and essentially eliminated any likelihood of a long-mooted 
region-wide trade deal with or without the United States. 

Shifts in the structure of economies are affecting the capacity of develop- 
ing regions to integrate differently and, by reflection, the demand for regional 
public goods is progressing at very different speeds across regions. For exam- 
ple, increasingly commodity dependent countries in Sub-Saharan Africa, the 
MENA region, and LAC have become more reliant on China and tend to 
buy relatively little from each other. On the other hand, large parts of the East 
Asia region have diversified into manufacturers and have become increas- 
ingly integrated with each other as part of global and regional value chains. A 
similar process of diversification and integration, but one with much stronger 
political underpinnings in the form of the EU, has been bringing together 
Western Europe and its neighbors to the east. Accordingly, the demand for 
trade deals and cross-border infrastructure and regulations has increased more 
rapidly in Eastern Europe and in East Asia than in Latin America and other 
developing regions. 

The large technological gap that persists between developing and advanced 
countries and the rapid pushing out of the knowledge frontier makes develop- 
ment today more dependent than ever before on being in close touch with the 
state of the art through trade, investment, and movement of people. This makes 
Mexico’s connections with the United States and Romania’s connection with 
Germany, to give two examples, disproportionately more important than rela- 
tions with nations that are close and of similar incomes—even large nations. 
Moreover, it has become easier to connect to this state-of-the art knowledge 
anywhere in the world. Consequently, among developing countries, the need 
for global connectivity in its various forms (trade, FDI, movement of people, 
broadband, transport infrastructure, etc.) has become as or more compelling 
than that for regional links. 

At a time of such rapid change in technology, markets, and competition, 
the provision of public goods is also facing great administrative and collabo- 
rative challenges, as well as the need to respond quickly and not get bogged 
down in coordination problems such as demand shifts. Comparing the differ- 
ent levels of governance, this gives a greater advantage to institutions at the 
local, city, or national level even when the ideal would be to provide public 
goods at the global or regional level. For example, to avoid hub-and-spoke 
effects, ideally trade integration between MENA and the EU or between 
LAC and the USA would take the form of concurrent integration within 
MENA and LAC. However, the complexity of negotiating such intraregional 
agreements makes it much simpler for Morocco to negotiate directly with the 
EU or for Colombia to negotiate directly with the United States. Nations or 
cities can also respond more nimbly to demands for regional public goods by 
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crafting bilateral agreements among themselves, or by addressing themselves 
to the large growing markets outside their region, bypassing this altogether. 

This cursory examination makes it quite evident that the demand for 
regional public goods is rising much faster in some regions and sectors than 
in others. In the remainder of this chapter, I examine the role of regions in 
providing frameworks that enable workers and their families to move freely 
across national borders. I will argue that there are very considerable opportuni- 
ties in fostering migration, but that they will most likely be captured by shifts 
in policies in the country of origin or by bilateral deals between the country 
of origin and the country of destination along major migration corridors such 
as Morocco—France or Mexico—United States, and that region-wide migration 
agreements will play a limited role at best. 


Regions, migration, and development 


I am interested in migration and the diaspora, defined as “the movement, migra- 
tion or scattering of a people away from an established or ancestral homeland” 
because they can play an important role in the development and welfare of the 
country of origin and destination (World Bank 2006; Dadush 2014). Currently, 
some 214 million people reside in countries that are not their place of birth, 
representing about 3.1% of the world’s population. Public goods in this space 
include agreements that allow people to move permanently or temporarily, 
protection of the rights of migrants, facilitation of their investments in and 
remittances to the country of origin, border management, and so on. 

People residing outside their country of birth serve as the narrowest meas- 
ure of the diaspora. For the purposes of economic analysis, a more appropriate 
measure of the diaspora could include all people residing abroad but likely 
to have strong links to their ancestral place of origin, including knowledge 
of its language and customs, and so might extend at least to the immediate 
offspring of migrants, easily doubling or even trebling the narrowest measure. 
Moreover, it should be recognized that the roots of the diaspora run deep and 
wide in the country of origin through the family and friends left behind: in 
countries such as Morocco—where migrant estimates vary but may represent 
1095—159 of the native population—most people will have a son or daughter, 
sibling, cousin, or close friend who resides overseas. 

'The considerable capacity to network across borders that such large dias- 
poras imply—especially now, in the age of social media and low-cost travel 
and communication—is what makes them potentially important facilitators 
of all forms of international exchange. By far the most prevalent motive for 
migration, initially, is economic, as distinct from forced migration resulting 
from political upheaval or persecution. Subsequent waves of migration can 
be driven more prominently by a desire for family reunification. This helps 
explain why some two-thirds of migration occurs from less developed econ- 
omies to advanced ones (Crespo Cuaresma et al. 2013), so a large diaspora 
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can, in addition to remittances, often facilitate access to more sophisticated 
and larger markets, deeper capital markets, state-of-the art technologies, and 
management know-how. At a time when the productivity gap between 
advanced and low-income economies is typically in the range of 20 to 1, and 
between advanced and middle-income economies 5 to 1, the opportunities 
to learn from the frontier have never been more important. The diaspora can 
significantly facilitate this process of convergence. 

In examining the impact of the diaspora, the spotlight has naturally been 
placed on migrant remittances, which reached US$436 billion in 2014, given 
their enormous importance as a source of foreign exchange in developing coun- 
tries and of sustenance for tens of millions of poor families (see Figure 6.1). 

As has been widely documented, reducing the cost of transferring these 
funds, which can amount to several percentage points of the value of smaller 
remittances, is an obvious opportunity for government action (World Bank 
2006). By enhancing competition in funds transfer and supporting the adop- 
tion of new fund-transfer technologies, such as through cell phones, credit 
cards, and Web-based systems, governments can make remittances easier and 
more convenient as well as increase their flow directly. 

However, important as they are, remittances constitute far too narrow a 
prism through which to view the effect of diaspora on development and pov- 
erty alleviation in the country of origin. Compared to a country that has a 


800 - 
700 + 
600 4 
A 500 J Remittances 
9 aw 
o 400 4 
c 
2 Pvt debt & 
m 300 - port. equity 
200 + 
100 + ODA 
vag en te. aay Lae ae TI $ 49 a wis | 
O o ^ 
FFF P um ° KM ch FF g g g P 


Figure 6.1 Remittances to Developing Countries (1990-2016). 
Source: World Bank. 
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small and disconnected diaspora, a country that interacts closely with its large 
diaspora can not only rely on their help when times at home are hard (remit- 
tances, for example, tend to be a stable source of foreign exchange) but may 
also experience a multiplier effect in the form of increased trade and investment 
links when reforms succeed or when times are good. 

The recent and growing literature on the diaspora provides considerable 
evidence for it playing an important role in international integration. One 
study shows a significant association between a large diaspora and a higher 
intensity of bilateral trade between the country of origin and destination (see 
Figure 6.2), and that the effect is much more pronounced in the case of trade 
in heterogeneous or differentiated products than in homogenous products such 
as primary commodities (Rauch 2002). 

This suggests that links to the diaspora can help overcome the information 
asymmetries and nontariff barriers that are known to play a large role in inhibit- 
ing trade. Along similar lines, diasporas are found to be significantly associated 
with the intensity of international investment flows, and more especially with 
bilateral FDI flows than with (more homogenous and less information-intensive) 
portfolio flows (Leblang 2010). Figure 6.3, which refers to Sub-Saharan Africa, 
shows that in some countries, such as Nigeria and Kenya, real estate and business 
investments account for over half of total remittances. 

Moreover, numerous studies identify a large diaspora as the single most 
important determinant of bilateral migration flows (Crespo Cuaresma et al. 
2013), demonstrating the importance of networks in migration, and their 
cumulative effect. 

These systematic empirical studies are supported by numerous anecdotes 
which illustrate the importance of the diaspora in helping develop export 
industries. The most frequently cited example is the development of the Indian 
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Figure 6.2 Bilateral Trade (2007) and Migrant Population (2010) between 
OECD and Africa. Note: Each dot represents a migrant corridor 
(Kenya-UK, Morocco-France, etc.). 


Source: http://blogs.worldbank.org/peoplemove/migration-and-trade-go-hand-in-hand-for- 
africa-and-the-us 
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Figure 6.3 Investments in Business and Housing. 


Source: World Bank (2011); http://siteresources.worldbank.org/EXTDECPROSPECTS/ 
Resources/476882-1157133580628/Plaza_Navarrete_Ratha_MethodologicalPaper.pdf 


IT industry, which now employs some 3.5 million people and represents a large 
share of India’s exports, and which has relied greatly on the two-way flow of 
talent, money, ideas, and contacts between Bangalore and the Indian diaspora 
in Silicon Valley as well as other technology corridors in the United States. A 
notable feature of the Indian IT industry’s development and of its diaspora links 
is the absence of any significant government involvement, except in terms of 
the public funding for prominent educational institutions such as the Indian 
Institute of Technology. But perhaps the most important diaspora links in terms 
of their effect on international trade comes from China, with its large expatriate 
communities throughout East Asia, the United States, and, increasingly, Africa 
and large parts of the developing world (Rauch and Trindade 2002). Hong 
Kong and Singapore, with their large concentrations of overseas Chinese, are 
the largest sources of FDI into China. 

There is much that the government can do to strengthen links to the dias- 
pora, but this would nearly always entail viewing the relationship through the 
prism of the needs of the diaspora rather than, as is customary, primarily through 
that of the needs of the country of origin and its need to attract remittances. 
As already discussed, the diaspora want to continue to belong, influence, and 
help, as well as to invest when the opportunity is ripe. Many in the diaspora 
also entertain the possibility of return and want to keep that option open, and 
many eventually do fulfil this. The challenge is to find win-win opportunities 
in fostering the diaspora relationship. 

The Philippines, for example, has what is probably the most elaborate and 
sophisticated approach to diaspora relations of any country. Over 10 million 
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Filipinos reside overseas, of whom some 1.1 million are irregular migrants. These 
migrants remit US$28 billion a year to the Philippines. The Philippines man- 
ages its relations with the diaspora through a cabinet-level secretary of state, and 
the engagement is systematic, including diaspora philanthropy (remittances etc.), 
tourism initiatives, diaspora investment and business advisory circles, technology 
sharing and “brain gain,” the encouragement of return migration or exchange 
on the part of the highly skilled, global legal assistance and advocacy, and cultural 
exchange. Community programs at the provincial level help prepare workers for 
migration though education and training (Pernia 2006). The Philippines allows 
dual citizenship, and makes provisions for overseas voting. It also has worker 
mobility agreements with some 80 countries. Regional agreements with which 
the Philippines is associated, such as the Association of Southeast Asian Nations 
(ASEAN), play only a modest role in fostering worker mobility, as do the Mode 
4 provisions for the temporary movement of skilled workers under the WTO. 

I shall now briefly review the state of migration and migration policies in 
two regions which are the source of large numbers of migrants. 


Migration and diaspora: the case of the MENA region 


At least 18 million migrants hail from MENA, representing over 5% of the pop- 
ulation of that region, a much larger proportion than the world average. The 
largest diasporas in absolute terms originate in Palestine (3.64 million people), 
Egypt (3.47 million), Morocco (2.85 million), Iraq (2.32 million), and Algeria 
(1.72 million) (see Figure 6.4). 
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Figure 6.4 Numbers of Migrants from the MENA Region. 


Source: Author calculations based on www.un.org/en/development/desa/population/migration/ 
data/estimates2/estimatesorigin.shtml 
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The diaspora originating in the oil-rich Gulf countries, by contrast, is 
tiny—these states instead attract migrants from the rest of the MENA region. 

It is estimated that migrants from the MENA region sent home some 
US$53 billion in remittances in 2014 and that countries such as Lebanon 
and Jordan received remittances in excess of 10% of GDP (see Figure 6.5), 
well in excess of what those countries spend on education, health care, and 
defense combined. 

Migrants are especially important as a vehicle for international integration in 
the MENA region, given its relatively low integration through the trade chan- 
nel. Moreover, migration provides a crucial exit route for the legion of young 
unemployed. While policies that facilitate international trade and investment 
are not high on the agenda at present on account of the region’s political and 
security crisis, there is clearly much more that governments in the MENA 
region can do to facilitate emigration and draw support from the diaspora, 
including though internal reforms and bilateral deals with destination countries. 

Links to the diaspora are, or should be, a two-way street. An online survey of the 
diaspora of the MENA region, the first of its kind, was recently conducted by the 
World Bank, yielding some 800 valid responses on the general issue of what 
the diaspora need and how they could support their country of origin’s develop- 
ment. The overwhelming message of the survey is that the diaspora want to help 
and remain engaged with their country of origin, especially their region or city of 
origin: 85% of those surveyed responded positively to the statement “giving back 
to my country of origin is important to me.” Respondents looked not just to 
maintaining their ties with families and friends, but also to helping more broadly, 
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Figure 6.5 Top Recipients of Remittances (2013). 


Source: https://siteresources. worldbank.org/INTPROSPECTS/R esources/334934-1288990760745/ 
MigrationandDevelopmentBrief24.pdf 
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and 44% responded affirmatively to the statement “I feel more attached to my 
country of origin than where I live now.” Migrants expressed a strong interest in 
sharing the skills they have acquired, but were also willing to invest, using their 
network and business contacts. 

Some countries in the MENA region make a systematic effort to engage 
their diaspora. Morocco, which has a long-standing and articulated program 
to support its diaspora, coordinates its activities through a ministry dedicated 
to Moroccans overseas and a Royal Foundation that focuses on enhancing 
engagement with the diaspora. It also has negotiated bilateral treaties with 
France, Belgium, and other countries of destination covering circular migra- 
tion, including border controls and portability of pensions and health benefits. 
The website “Marocains du Monde” is intended as a one-stop venue to engage 
the diaspora with its country of origin. Dedicated agencies aim to promote 
knowledge and technology transfer and investments on the part of overseas 
Moroccans. Likewise, Tunisia has a secretary of state in its Ministry of Social 
Affairs dedicated to diaspora engagement. Both countries allow double nation- 
ality and overseas voting. In Algeria, the Ministry of Foreign Affairs and of 
Information and Technology take the lead in diaspora relations. However, in 
comparison to the systematic approach to migrants adopted by the Philippines 
and the significant resources it dedicates to this effort, MENA countries, with 
one or two exceptions, do relatively little, and their efforts appear not infre- 
quently to lack vision and visibility. For example, communications with the 
diaspora are often focused on pleas for help instead of on the diaspora’s needs 
and the broader opportunities for cooperation. 

The key question is why more is not being done to engage with the dias- 
pora, given the considerable benefits to be derived from it. A number of 
obstacles appear to stand in the way of more systematic engagement. In most 
MENA countries, the diaspora has little voice or representation, reflecting the 
nature of the political regime or a lack of organization, or both. Depending on 
the nature of the regime, the government may be fearful of the influence of the 
diaspora and of its relative freedom of expression. Limited resources and a lack 
of coordination among the many parts of the government concerned (Ministry 
of Finance, the Central Bank, Ministry of Foreign Affairs, Ministry of Social 
Affairs, Ministry of Internal Affairs and/or of Regional Development, etc.) 
are also an important part of the problem. There has to be clear ownership of 
the migration and diaspora agenda. Among the diaspora, there is also a great 
deal of mistrust of the government and its capacity and willingness to help—in 
particular, any effort to channel or tax remittances is viewed with suspicion. 
Given the political sensitivity of migration in the countries of destination, the 
government of the country of origin must tread a fine diplomatic line in assist- 
ing its diaspora overseas. Last but not least, there is a serious lack of information 
about the diaspora and great difficulties in finding out who is part of it, where 
they are, what they are doing, and how best to reach them. 

There has been little attention to the public debate on the role that gov- 
ernments in countries of destination can play in supporting enhanced links 
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between the diaspora and the country of origin. Yet, the role of the country 
of destination is also crucial, for example in ensuring that the rights of migrants 
are observed, and in facilitating circular migration by—for example—allowing 
dual citizenship, permitting portability of pensions, and adopting appropriate 
labor permit and tax regimes. Insofar as tighter diaspora links with the country 
of origin can enhance its development, the country of destination benefits from 
growth and stability in its area, and, by encouraging return and circular migra- 
tion, it can avoid some of the political complications and tensions associated 
with large permanent migration. In this context, too, there are clear win-win 
opportunities for the governments in the countries of origin and destination 
and the diaspora itself to arrive at cooperative solutions. 

This creates an environment ripe for bilateral deals, but it is unclear how 
much more regional coordination can add beyond exchanges of information 
or joint advocacy initiatives. Since nearly all MENA countries have direct links 
with the countries of destination and, unlike trade in goods, the movement of 
people does not require the operation of a complex value chain of inputs, the 
easiest route is for the countries of origin and destination to negotiate directly. 
While our criteria for successful provision of regional public goods (political will, 
complementarity, technology transfer, and nimble responses) can be fulfilled in 
the case of a bilateral North-South deal, the conditions are mainly lacking for 
broader regional agreements. 


Migration and the diaspora: the case of LAC! 


Latin America, for centuries a magnet for migrants from Europe and a destina- 
tion for the slave trade, has only recently seen large-scale emigration. The debt 
crisis of the 1980s marked the turning point, after which emigration acceler- 
ated up until the outbreak of the Great Recession, and has stabilized at low 
levels since. Today, some 30 million people born in Latin America reside out- 
side their country of origin, about 5% of the native population, a proportion 
some 6096 higher than the world average. Some 8596 of LAC migrants reside 
in high-income countries, with the United States being the dominant destina- 
tion, followed by Canada and Spain; only around 1396 of LAC migrants reside 
in other Latin American countries. 

Of the ten largest migration corridors, Mexico-United States is by far the 
largest, and seven others are between individual Latin American countries and 
the United States. Two other relatively small corridors are Ecuador-Spain, 
and Colombia-Venezuela, which is the only top-ten corridor that is intrare- 
gional. Within the region, historically only Venezuela, Argentina and, more 
recently, Costa Rica, have been countries attracting significant intraregional 
migration. During its short-lived recent economic boom, Brazil became a 
magnet for illegal migrants from Haiti and Central America. Like migration 
anywhere, movement within and out of Latin America has ebbed and flowed 
with economic fortune, which means that—with Argentina and Venezuela in 
crisis—intraregional migration is currently at a low point. 
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Figure 6.6 Emigration Rate (as a Percentage) of High-skilled Population with 
Tertiary Education from Small States in LAC. 


Source: World Bank (2011). 


The small economies of Central America and the Caribbean have derived 
proportionally the greatest benefits from remittances (they often exceed 10% 
of the GDP of small economies) but have also experienced a very large outflow 
of their skilled population, often half or more. 

Mexico, whose US- and Canada-based diaspora dwarfs all others, includ- 
ing over 5 million undocumented migrants, is a large and diversified economy 
that is only modestly dependent on remittances and retains proportionally large 
numbers of its skilled workers. However, Mexico’s links with its migrants to 
the north are extensive and politically significant. In recent years, Mexico has 
seen a large increase in transit migrants from Central America destined to the 
United States, raising the political stakes of migration policies in both Mexico 
and the United States and calling for a more coordinated approach. 

Migration pressures out of Latin America and towards the United States are 
widely expected to escalate over the next decade or two—a reflection of per- 
sistent wage gaps, aging in the north, continued rapid growth of the working 
age population in the poorest countries, especially in Central America, ease of 
communication, and the increased pull of migrant networks. The United States 
became heavily dependent on less-skilled immigrants from Latin America dec- 
ades ago, a situation that is expected to continue and intensify. The reform 
of the broken immigration system in the United States took a significant turn 
with President Obama’s executive order intended to protect many undocu- 
mented migrants from deportation, but this is now being severely challenged 
by the courts. Whatever the outcome, Obama’s initiative has certainly helped 
place immigration policy at the center of the political debate, and the issue is 
likely to feature prominently in the 2016 presidential election. 
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The immediate prospects for increased migration inside Latin America and 
from Latin America to Spain, Italy, and other European countries are dim on 
account of the economic weakness in these destination countries. But, given 
the demographic pressures in Europe and the security and integration ten- 
sions associated with Muslim immigrants from North Africa, it still is a fair 
guess that, five or ten years from now, migration from Latin America towards 
Europe will accelerate once again. 

At this stage, it is difficult to be optimistic about increased intraregional 
migration in Latin America both in the short- and medium-term. An interest- 
ing question is how much structural complementarity there is between labor 
markets within Latin America. At first glance, it would appear that the oppor- 
tunities for movement of unskilled labor within Latin America are limited. The 
opportunities for movement of skilled labor may be greater, but are bound to 
vary substantially across disciplines and countries—medical doctors from Cuba 
migrating to Venezuela are one example of this specificity. 

In contrast, the economic gains from migration towards the United States, 
Canada, and Europe are potentially huge, outweighing those from trade or 
any other form of integration by a wide margin (World Bank 2006). These 
gains would accrue predominantly to the migrant and his family through 
remittances, but would also benefit origin and destination countries in 
numerous ways (Dadush 2014). However, the nation-state defines itself by 
who lives within its borders, and the forces standing in the way of increased 
migration—xenophobia and the (largely misplaced) perception that migrants 
reduce the job opportunities of natives—are extremely powerful. This is true 
even in countries that have traditionally been a haven for migrants and have 
been built by them. 

In contrast to trade and FDI, international agreements designed to ensure 
freedom of movement of labor and fair treatment of migrants remain among 
the least effective aspects of international coordination, a situation which is true 
of most regions, including LAC (Martin and Martin 2014). The EU, a political 
project where movement of people ranks at the same level as the other three 
freedoms (movement of goods, services and capital), is the most notable excep- 
tion to this rule. At the global level, there is nothing resembling a multilateral 
institution such as the WTO to regulate migration flows. 

The scarcity and ineffectiveness of international worker mobility agreements 
is in part the result of the inauspicious political economy of such negotiations, 
where the migrant is the largest gainer, but the country of origin is typically 
ambivalent about facilitating emigration, and also has little to offer in return to 
the country of destination, which, as is the case of the United States, can draw 
migrants from around the world. Within countries of destination, the business 
community (and, interestingly, the Catholic Church) are typically important 
lobbies in favor of immigration. However, agreements have typically been con- 
fined to temporary movement of workers and struck during periods of acute 
labor shortage in the country of destination and in the absence of realistic alter- 
natives. The Bracero programs struck by the full-employment United States 
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of the 1960s with Mexico and other countries in Latin America are the most 
prominent example, but they were eventually discontinued as growth slowed 
and it became evident that temporary movement tended to become permanent 
settlement. An interesting recent development is the worker mobility and visa- 
free travel agreements concluded or envisaged as part of the Pacific Alliance—a 
far-reaching trade agreement among Chile, Colombia, Mexico, and Peru. The 
South American Conference on Migration has long provided a useful forum 
for exchange, information, and analysis. 

In recent years, restrictions on immigration in advanced countries have 
tightened considerably. Yet, historically, draconian restrictions on immigra- 
tion have suffered the same fate as controls on capital outflows, sky-high 
tariffs, or prohibitive sin taxes: they proved largely ineffectual. When the 
demand for migrants is high or when migrants are forced to leave their home 
for economic or political reasons, restrictions do not prevent migration. 
Instead, they slow it to some degree but also change its nature—from docu- 
mented to undocumented, from high- to low-skilled—and create large costs 
and risks for the migrants and rents for those who know how to facilitate 
illegal migration. 

The challenge of arriving at migration regimes and regional migration 
agreements that satisfy the growing labor needs of the United States, Canada, 
and other destination countries as well as the needs of origin countries in 
Latin America to provide better livelihoods for their people—without 
undermining the rule of law and exposing the migrant to a multitude of 
risks—remains unmet. But neither the opportunities inherent in migration 
nor the problems caused by a dysfunctional system are going away—more 
likely, they will become more and more pressing in coming years. As in 
the case of the MENA region, the needs and opportunities for intraregional 
coordination of migration regimes are currently limited. The biggest needs 
are for reforms of the immigration regime in the United States, tighter links 
between countries of origin and their diaspora, and for bilateral agreements 
covering the spectrum of the mobility agenda between the countries of origin 
and the main destinations, namely the United States and Canada. 


Conclusion 


This chapter has argued that, to achieve legitimacy and effectiveness, the 
provision of a regional public good, like the provision of any good, should 
be the subject of a competitive process: what is the best way of providing 
it? The design and ambition of regional arrangements among developing 
countries must accurately evaluate the opportunities, recognize the risks and 
limitations, and ensure that—of all the other mechanisms that exist to provide 
such goods—regional arrangements are the most likely to prove legitimate 
and effective. As the global economy becomes more integrated and new 
sources of demand and competition arise, the demand for the provision of 
public goods at all levels of government has increased. The provision of 
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regional public goods is most likely to succeed if the criteria identified above 
hold true: political will, complementarity of economic structure, ability to 
learn from each other, and effective coordination. In the important area of 
migration, the biggest needs are in domestic reforms and bilateral nego- 
tiations between partners in the largest migration corridors, which nearly 
always entail movement from a developing to an advanced country, as well 
as increased engagement with the diaspora. The contribution of intraregional 
processes involving a broader group of countries is likely to remain modest, 
as they do not, by and large, fill the criteria outlined above. In the area of 
migration, broad regional provision of public goods is likely to be limited 
to information exchange and joint advocacy, or in some instances, to agree- 
ments that facilitate the transit of migrants. 


Note 


1 The literature on migration in Latin America is extensive. See, for example, Orozco 
(2009 and 2014) and the websites of the Princeton University Latin American 
Migration Project (http://lamp.opr.princeton.edu/); the South American section 
of the Migration Policy Institute website (www.migrationpolicy.org/regions/south- 
america); and the Inter-American Dialogue website (www.thedialogue.org/). 
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7 Connectivity and infrastructure 
as 21st-century regional 
public goods 


Jayant Prasad 


Introduction 


The global landscape is being changed by new geo-economics, with trade and 
investment flows shifting from the North to the South. Commercial exchanges 
among developing countries today account for half of world trade, and global 
foreign direct investment (FDI) flows more to countries of the South rather 
than the North. About three-fourths of FDI from the South goes to develop- 
ing countries, with a growing proportion of such investments directed toward 
greenfield projects rather than existing businesses and mergers and acquisitions. 
Despite these dynamic trends, and the increasing role of developing countries 
in the global economy, they are challenged by poverty, low per capita incomes, 
employment-neutral growth, and the unmet demand for public education and 
health, livelihood, and social security. 

Developing countries can accelerate their ongoing transformation and 
achieve their development goals quicker and more effectively through regional 
collective action. Improved connectivity and infrastructure can help them reap 
potential synergies and externalities, including by promoting trade and invest- 
ment across contiguous countries. Such actions have the natural advantage 
of developing supply chains through the facilitation of border transactions 
and establishing compatible regulatory regimes within a region. Collaborative 
initiatives have increased already over recent decades to establish regional 
economic, social, and developmental institutions whose scope, reach, and per- 
ceived utility continue to increase across different parts of the world. 

Connectivity and infrastructure are at the very core of regional cooperation 
and integration, as their key enablers. Regional integration, in turn, promotes 
social development and sustainable and better-distributed growth across a given 
region. The pursuit of these objectives involves creating a range of regional 
public goods (RPGs), including investment in inter- and intraregional con- 
nectivity projects, in five distinct clusters: trade, transportation, information 
and communication technologies (ICTs), energy, and people. 

All these together, underpinned by appropriate infrastructure, facilitate the 
free and unfettered flow of goods, services, investments, persons, ideas, and 
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technology. The permeation of know-how and technology through various 
connectivity networks has a direct bearing on people’s lives by facilitating their 
access to education, health, and social insurance and improving state support 
for dealing with the negative consequences of climate change and natural disas- 
ters. A particular feature of connectivity-related RPGs that develop unhindered 
regional linkages are the improvements these bring about in people’s living con- 
ditions, including those of the most impoverished and disadvantaged social strata. 

In this respect, RPGs could be promoted more effectively through an 
approach conceptualized around connectivity and infrastructure, instead of the 
conventional discourses on regional integration. The latter have been mod- 
eled, historically, on the European experience, which started with free trade 
arrangements and culminated in the formation of a common currency zone 
through closer economic and monetary unification. Regional cooperation 
institutions worldwide, therefore, traditionally consider growing trade and 
capital flows among their members as the stepping stones to regional integra- 
tion. The South Asian Association of Regional Cooperation (SAARC) is no 
exception.! The 1998 Group of Eminent Persons, a meeting of the heads of 
state of governments of constituted by SAARC member states, for instance, 
proposed a three-stage vision for regional cooperation in South Asia: a South 
Asia free trade area in phase I; a customs union in phase II; and a broader eco- 
nomic union in phase III, by the year 2020. Cooperation within SAARC has 
not kept pace with the ambition of its proponents, nor have the experiences 
of other regional groupings with similar blueprints, with the exception of the 
European Union (EU). 

Scholars of subaltern economics and dependency theorists levied heavy 
criticism on this linear, largely market-led, model. They blamed it for causing 
large inequalities both within and between countries and a culture of depend- 
ency of the periphery on the core, and of smaller countries on their larger 
and more powerful neighbors. RPGs with a focus on publicly available con- 
nectivity and infrastructure assets, created through partnerships, might instead 
appeal more as a socially constructive way to invest in regional development. 
The least developed countries (LDCs) and landlocked developing countries 
(LLDCs) generally join regional cooperation initiatives aspiring for connectiv- 
ity with their contiguous countries, not for integration into the region, even 
if that might remain for them an important, if distant, goal. When Afghanistan 
became SAARC’s newest member in 2007, it did so with the hope of becom- 
ing the land bridge connecting South Asia, Central Asia, Eurasia, and the 
Middle East and a regional trade, transportation, minerals, and energy hub. 
President Karzai spoke of his expectation that Afghanistan would gain from 
investments, integrate itself with regional railways and road networks, become 
an important partner in regional energy markets, and eliminate the narcotics 
trade. This, he added, would result in what he described as “huge economic 
opportunities” for Afghanistan, including “as a wheeler of electricity from 
Central Asian Republics to Pakistan and through Pakistan to India and other 
South Asia countries. ”? 
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SAARC’s challenges might illustrate the impediments to integration efforts 
among other regional cooperation initiatives among developing countries. 
The borders of South Asia were redrawn in 1947, with the Partition of India, 
and in 1971, with the Indo-Pakistan War and the creation of Bangladesh. The 
peoples of South Asia diverge in many ways, most of all politically, despite 
their cultural closeness and shared history and geography, including the com- 
mon civilizational space that anchors their relations. Rather than bringing 
people together, speaking the same language or belonging to the same ethnic- 
ity or religion on both sides of a given border have had the effect of reinforcing 
a sense of distinctiveness vis-a-vis one another. Other factors exacerbating 
this include the unevenness of countries’ developments and disproportionate 
distribution of resources, population, and land area. The shared inheritance 
provides, at best, for ease of interaction, an important but insufficient condi- 
tion for promoting regional cooperation and integration. These require mutual 
trust and political entente, as much in South Asia as in other parts of the world. 

Regional integration that threatens national sovereignty cannot attract 
support. Integrative activities are pursued by stealth in many regions of the 
world, including South Asia—that is, through activities below the horizon 
that duck the sovereignty issue, in contrast to the case of the EU, where 
the sovereignty problem was successfully overcome to achieve a common 
purpose. Regional integration is often hampered by hostilities, the prevailing 
asymmetries within regions, absence of economic complementarity, and the 
lack of political will and traction from local communities. The resulting trust 
deficit is exacerbated by the perception of differential gains from integration, 
which evokes the idea of hegemony, for instance in the case of India in South 
Asia, or China in Asia. 

In contrast, connectivity and infrastructure as RPGs can spur greater regional 
cooperation and integration in significant ways, since RPGs ingrain the idea 
of the “common good,” of making the region a better place, and of joint and 
equal access to the various commons for productive social use. This will help 
overcome resistance from local interests that drive governmental planning and 
budgeting processes. The act of drawing resources away from highly com- 
petitive allocation politics at the local level, driven by sectional interests, to 
a nonlocal, regional level, requires a different kind of constituency building 
that straddles borders, including the borders of federal units within states. The 
South Asian border regions, interestingly, are densely populated, and cross- 
border development linkages are therefore likely to invigorate growth in these 
lagging regions. Such an approach will require fostering collaboration among 
actors who have their social and political base in the border regions, for which 
the RPG vocabulary might help in winning converts, as cross-border connec- 
tivity does not normally enter the mindset of local political elites. For South 
Asia, this will be a novel experiment. 

RPGs that are related to connectivity and infrastructure projects can be 
free from the confines of a formal regional architecture or treaty arrange- 
ments. These RPGs can be produced nationally, bilaterally, regionally, and 
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plurilaterally; their scale can range from small to large; and they can encompass 
subregional to multinational economies. RPGs can be built without follow- 
ing the equal-cost, equal-benefit principle. While RPGs cannot be developed 
without coordinated efforts among the countries concerned and cannot be an 
agglomeration of individual, ad hoc efforts, they can evolve and operate at vari- 
ous levels. Overarching and all-encompassing projects can develop later once 
these first, more modest efforts have become established. Moreover, gains from 
such RPGs, even when nonexcludable and nonrivalrous, can be unequal, as 
can the investments made to create them, for such investments must neces- 
sarily be proportionate to the capacities of the states involved. Cooperation 
in producing RPGs can also have positive externalities, in terms of a payoff 
in increased security. These intangibles can contribute to regional peace and 
stability, without which securing rapid growth and prosperity would become 
more difficult. 

RPGs can be distinguished from the conventional idea of regional inte- 
gration while being organically linked to it. The production of transnational 
RPGs is different from integrating national, subregional, and regional markets, 
businesses, or transportation and energy networks. It requires a conceptual 
leap that entails politically calibrated flexibility around the idea of sharing 
national assets, for instance by allowing a dedicated national railway freight 
corridor to be used for trade between two neighboring countries. The func- 
tional efficiency of purpose-built RPGs clearly surpasses the cobbling together 
of national assets normally pursued under regional integration projects. Unless 
RPGs are designed in this way, local sectional or rent-seeking interests could 
impede implementation. RPGs also require national development plans to put 
regional connectivity, infrastructure, and economic integration at the core of 
their growth strategies, rather than leave them to their facilitative margins. For 
this, leadership and responsibility would be important drivers. 


Political outcomes 


Connectivity based on regional contiguity will help nations overcome polit- 
ical differences by conceiving of their borders as bridges, not barriers; by 
better leveraging their geographic proximity for mutual benefit; by optimally 
utilizing resources of the region; and by enhancing their capacities and com- 
petitiveness to more effectively engage with the international system. RPG 
investments in commerce, transportation, ICTs, energy, and people-to-people 
connectivity projects will enlarge the basket of tradable benefits. Looking 
at all five clusters has the advantage of compensating in one of these for the 
losses in another. Regional connectivity linked public goods can meanwhile 
attenuate conflicts between states and raise the threshold below which bilat- 
eral relations will not fall. Increasing integration—the natural consequence 
of increased regional connectivity, entailing interwoven interactions and 
interdependence—might reduce tensions and stabilize the region by raising 
the costs of noncooperative behavior. 
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The strategic objectives of connectivity linked RPGs are well established. Trade 
and transportation connectivity entails facilitation, dismantling of nontariff barri- 
ers, and infrastructure development of air, rail, road, and waterway transportation. 
As RPGs, these go hand-in-hand with the development of “soft infrastruc- 
ture"—improvements in transboundary crossings and regional transportation and 
logistics services. Power grids, pipelines, and nonconventional sources of energy 
will enhance access to commercially available energy to communities presently 
deprived of it. Knowledge generation and sharing can transform regions with 
modest investments and quick returns. Attendant benefits include improved 
public health and environmental management. 

All states seek to create a conducive international environment for their 
growth and regeneration, a process which RPGs should logically help. The 
relevant question is that if connectivity and infrastructure gains are so well 
accepted, why is there a deficit of such projects in the regions that most need 
them? This might be the case because, their evident economic benefits not- 
withstanding, the decision to invest in them is politically driven. It would be 
logical, therefore, to prioritize consideration not of what has to be done—since 
that is largely known—but rather of how to do it. 

Building infrastructure for better regional connectivity in the form of 
RPGs will require that four core aspects be addressed: institutional design, 
financing, sequencing, and measurement. These are examined in detail in the 
following sections. 


Institutional design 


Conventionally, comprehensive regional strategies for developing critical 
connectivity networks are driven by regional cooperation organizations. 
Not all initiatives, however, need to be regional. It might actually be better, 
initially, to proceed with cooperative ventures discretely, and to do so bilat- 
erally, subregionally, and regionally, as building blocks for a wider regional 
architecture of cooperation and integration. Beginning with smaller steps 
and fewer members might take nations further, as much by overcoming 
political obstacles as by demonstrating the success of low-gestation, quick 
result-oriented connectivity and infrastructure projects. 

SAARC's free trade initiative, the South Asia Free Trade Agreement 
(SAFTA), has failed to propel intraregional trade and investment toward 
double-digit percentage figures, largely because of the size of its other con- 
stituents relative to that of India, and also because of the absence of political 
consensus among its members concerning the pace of its progress. South Asia 
continues to be among the least economically integrated areas in the world, 
with its states connected more to the outside world than to each other. A 
comparative analysis indicates that South Asia lags behind all other regions in 
Asia in terms of regional trade integration indices, as Table 7.1 demonstrates. 
Regional trade accounts for a high percentage of the total trade of the smaller 
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Table 7.1 Intraregional Trade Share Percentages in Asia 


Regions 2000 2005 2010 2011 2012 2013 2014 

Intraregional Southeast Asia 22.74 24.86 24.62 24.26 24.56 24.31 24.22 
Trade Central and West Asia 6.22 7.52 6.92 640 6.25 6.66 7.07 
Share (%) East Asia 36.82 39.88 36.86 35.47 34.87 36.16 35.51 
South Asia 441 5.46 4.55 4.25 4.29 452 5.31 


Source: Asian Regional Integration Centre, Asian Development Bank. 


South Asian economies, such as Afghanistan, Bhutan, and Nepal, as shown in 
Table 7.2. For the largest country, India, the opposite is true. 

The political blockages impeding region-wide cooperation initiatives 
might be circumvented by following bilateral and subregional approaches, 
as Bangladesh, Bhutan, India, and Nepal have decided by reviving the South 
Asia Growth Quadrangle (SAGQ). SAGQ, now known as the Bangladesh, 
Bhutan, India, Nepal Initiative (BBIN), is estimated to account for about 
80% of the potential energy trade for the whole of South Asia. BBIN has 
accelerated subregional cooperation by concluding, within a year, a frame- 
work agreement on passenger transportation and personal vehicles, and 
identified sites for multicountry hydropower projects.? While demonstrating 
their determination to pursue regional cooperation at a variable speed within 
SAARC, member countries have not shut the door on wider cooperation 
with other interested countries. A recent World Bank study indicates that 
South Asian electricity coordination and trade could generate average savings 
of US$9 billion per year.* 

The main rationale for the grouping is that the subregion has the world’s 
largest and deepest concentration of poverty, with a high potential for 
rapid poverty reduction through growth.? Other similar subregional group- 
ings in Asia that have already begun to realize their promise include the 
Greater Mekong Subregion (GMS) and the Central Asia Regional Economic 


Table 7.2 SAARC Intraregional Imports and Exports in 2011. 


SAARC Imports from Exports to Regional imports Regional exports 
Members SAARC SAARC as percentage of as percentage of 
(US$ million) (US$ million) total imports total exports 

Afghanistan 983 251 6.63% 66.80% 
Bangladesh 5,666 606 13.75% 2.49% 
Bhutan 767 371 72.92% 81.92% 

India 2,501 12,937 0.54% 4.29% 
Nepal 3,779 647 63.8796 71.24% 
Maldives 228 11.5 16.14% 13.84% 
Pakistan 1,953 4,235 4.48% 16.71% 

Sri Lanka 4,730 702 24.01% 7.01% 
Total 20,607 19,760 


Source: International Trade Center Statistics. 
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Cooperation (CAREC). All three partnerships are engaged in building 
regional connectivity and infrastructure projects to reach out to newer 
markets within the region and beyond. The embedded idea shared by the 
participating countries is threefold: that the structured, subregional approach 
be used in a way that, whatever coverage is feasible, is quickly adopted; 
nonstructured approaches at national or various international levels be used 
to supplement these; and the extent of the subregion be taken as a moving 
concept, in that the scope of the region may continue to change, depending 
on what regional grouping is being worked out. 

Like China, India is involving itself in new regional partnerships. To the 
east, these include the Mekong-Ganga Cooperation between India and five 
Southeast Asian countries: Myanmar, Thailand, Laos, Cambodia, and Vietnam. 
Even more promising is the Bay of Bengal Initiative for Multi-Sectoral 
Technical and Economic Cooperation (BIMSTEC), bringing together Bhutan, 
Nepal, Bangladesh, Sri Lanka, India, Myanmar, and Thailand. Looking to its 
western flank, and taking account of the slow movement toward engagement 
with Central Asia and Iran through Pakistan and Afghanistan, India unveiled 
its Connect Central Asia initiative in 2012.’ This includes synergy of joint 
efforts through the Shanghai Cooperation Organization (SCO), the Eurasian 
Economic Community (EurAsEC), and the Eurasian Economic Union (EEU), 
with which India has proposed a Comprehensive Economic Cooperation 
Agreement.? India is seeking to integrate its markets with those of Eurasia, 
making Central Asia a long-term partner in energy and natural resources, and 
reactivating the International North-South Transport Corridor (INSTC), 
which will go north through Iranian ports. 

A new feature of cooperation among countries in the South is triangu- 
lar cooperation—when a traditional northern donor from the ranks of the 
Development Assistance Committee (DAC) of the Organisation of Economic 
Cooperation and Development (OECD) or an international organization 
forms an association with a donor from the South to work together in another 
country of the South. Notably, while this idea has occupied a prominent place 
within the UN, World Bank, and OECD since 2009-10, India’s practical 
experience in triangular cooperation predates this. In 2008, India collaborated 
with the World Bank and the Asian Development Bank (ADB) to bring Uzbek 
electricity to Kabul by building a 202-kilometer transmission line and a power 
distribution substation with 300 MW capacity. The dynamics of the trilat- 
eral cooperation between USAID and Indian and Afghan companies involved 
Afghan engineers being trained in Indian facilities while being financed by the 
United States, thereby enabling them to manage the entire project from the 
day the power station was commissioned. 

DAC’s 2015 Survey of Triangular Cooperation (STC) indicates that the 
average budget for projects under survey was US$1.8 million, while eight 
percent of them had a budget in excess of US$5 million. The World Food 
Programme (WFP) has been identified as one of the most dynamic organiza- 
tions in this field. In this light, India’s assistance to the WFP’s School Nutritional 
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Programme in Afghanistan—supplying high protein biscuits in 32 out of 34 
Afghan districts—amounted to US$87 million in 2014-15.” 

Institutional design also includes the process of envisioning and imple- 
menting connectivity related RPGs, which must include members of the 
informed public, particularly civil society organizations and think tanks. 
The idea for creating a new multilateral development bank operated by 
the BRICS states (Brazil, Russia, India, China, and South Africa), known 
as the New Development Bank BRICS (NDB BRICS), was aired publicly 
for the first time in 2012 at the BRICS Academic Forum hosted by a New 
Delhi-based think tank, Observer Research Foundation. The forum recom- 
mended that the leaders, who were to meet later that year at their annual 
summit, study “the establishment and operational modalities of financial 
institutions such as a development bank and/or an investment fund” (Jha 
2014).'° The Shanghai-based NDB BRICS, with an initial share capital of 
US$50 billion and a contingency reserve arrangement of US$100 billion, is 
authorized to lend up to US$34 billion for infrastructure projects annually 
and began its operations in early 2016. 

Another example of how a think tank-led Track One initiative was placed 
on a Track Two rail is provided by the evolution of the Bangladesh-China- 
India-Myanmar (BCIM) Forum for Regional Cooperation, first proposed in 
a conference in 1999 in Kunming. The initiative was conceived to revive 
China’s southwestern Silk Route, which once connected the Bay of Bengal 
and India’s northeastern states to the Chinese province of Yunnan." 

Finally, the institutional design for RPGs must provide adequate space for 
businesses, which tend to be more interconnected across national frontiers, 
more inclined to seek mutual benefits, and more opportunistic than govern- 
ments. They operate on the basis of a balance of interests and not a balance 
of power. They also tend to be bolder and more results-oriented. A greater 
measure of support from the business community and civil society can help 
orient the political system to support RPGs. 


Financing 


Financing is arguably the most critical element of connectivity and infra- 
structure, in that several well-conceived initiatives have been kept on the 
shelf simply for lack of funding. Although international financial institutions 
and regional development banks, such as the ADB, the African Development 
Bank (AfDB), and the Inter-American Development Bank (IDB), have 
played a role in financing global public goods and RPGs, the gap between 
regional investment needs and the available public and private funding has 
been growing.” 

RPGs cannot flourish unless they are propelled by the more prosperous 
economies. More developed states should take on larger commitments and 
contribute more meaningfully to regional projects as their special responsi- 
bility, for they have much to gain from the creation of a larger economic 
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space. Indeed, in proportion to their economic weight within the given 
region, RPGs should be an obligatory, not an optional, charge on their 
national budget. According to a recent McKinsey estimate, over the next ten 
years Asian infrastructure projects will require financing of US$8 trillion, of 
which over 80% is slated for the transportation and energy sectors (Tahilyani, 
Tamhane, and Tan 2011). 

It is the Asian states that must mobilize the required financing, first from 
their own resources. While Asia’s share in world GDP is 31% in constant 
US dollars, its share in global savings and reserves, including gold, is 51% and 
59%, respectively (Akhtar 2014). The largest of the surplus Asian economies, 
those of China and Japan, are now beginning to set aside a higher percent- 
age of their available resources for financing infrastructure development in 
other parts of Asia. Indeed, in November 2014, President Xi Jinping com- 
mitted to contributing US$40 billion for a Silk Road Infrastructure Fund to 
“break the connectivity bottleneck in Asia” (Carsten and Blanchard 2014). 
The Japan Bank for International Cooperation is contemplating an increase in 
infrastructure funding in Asia, in conjunction with ADB, of up to 25% of its 
present commitments over the next five years (Iwamoto and Shimodoi 2015). 
Without competing with China in this respect, India too is planning a special- 
purpose facility to fund roads, bridges, and power plants across South Asia for 
infrastructure investment and trade facilitation in the region. Sovereign funds 
from nonregional states, particularly the Gulf States, are also expected to invest 
in these projects. 

China proposed the creation of the Asian Infrastructure and Investment 
Bank (AIIB) to partially fill the prevailing infrastructure funding gap in 
Asia. Twenty-one nations signed the agreement establishing the AIIB on 
October 24, 2014. As of 2016, it is expected that China and India will be 
the two largest shareholders in the AIIB, with India also expected to be one 
of its biggest future borrowers. 

In June 2016, AIIB announced four loans totaling US$509 million for 
projects ranging from power distribution in Bangladesh, highway construc- 
tion in Pakistan, slum development in Indonesia, and improving border 
roads in Tajikistan (Bloomberg 2016). Three of these projects will be co- 
financed with other multilateral development banks. Meanwhile, the New 
Development Bank set up by BRICS had approved four renewable energy 
projects by April 2016, with a combined capacity generation of 2,370 MW in 
India, China, Brazil and South Africa, worth US$811 million.? The Indian 
project entails a US$250 million loan for generating 500 MW of renewal 
energy, which will result in savings of 800,000 tonnes of carbon emissions. 

A significant proportion of the connectivity and infrastructure projects it funds 
are likely to be public-private partnerships, which could help absorb some costs. 
Many projects, however, might not be sustainable without viability gap funding 
by way of outright grants, which might be provided by the states concerned as 
they do within their own national territories. Institutional reforms—such as the 
unbundling of the generation, transmission, and distribution of electricity—and 
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the creation of market instruments—such as commercial grid connectivity, power 
trading, and retail sales mechanisms—could create a regional electricity market, 
obviate the need for government subsidy, and help in regional energy security. 


Sequencing 


Sequencing, conceived as an incentive structure in terms of immediate acces- 
sibility of benefits, is an equally significant factor in promoting regional 
connectivity. Giving priority to projects that might have the most optimal 
results in terms of readily accruable mutual benefits might in some regions 
lower the cost of cooperation and build confidence in the process. Moreover, 
a step-by-step approach in preference to pursuing a “grand” overall design of 
regional integration might overcome the traditional constraint of sovereignty 
in accepting cooperative obligations. Making these attractive to the more dis- 
advantaged and less developed countries will be a special challenge for the 
more prosperous ones. Smart sequencing, in terms of quick distribution of 
benefits through low-risk projects, could serve as an incentive to communities 
and governments. 

A good example of this is how India, itself energy deficient, decided to con- 
nect Bangladesh with the 71-kilometer Baharampur-Bheramara high-voltage 
direct current transmission line, which now carries 500MW of electricity to 
Bangladesh, a supply that will soon double. Since then, partnership in energy 
has been a two-way process. Bangladesh facilitated the transportation, by the 
riverine route, of the two 300-tonne gas turbines for the Palatana power pro- 
ject in Tripura, along with 88 other packages of over-dimensional cargo that 
would have been virtually impossible to carry along the serpentine, single-lane 
roads of northern Bengal, Assam, Meghalaya, and Tripura.'* Some 100MW of 
power is soon expected to flow to Bangladesh from Palatana. When additional 
hydropower becomes available from Bhutan and, later, from projects in India's 
northeast, Bangladesh will benefit from these. In return, Bangladesh has agreed 
to wheel electricity through its territory for supply to other Indian provinces. 
This electricity supply could conceivably be extended to Pakistan, making the 
grid connectivity within Bangladesh and across its borders with India a public 
good for the South Asian region as a whole. 

Regional power grids and pipelines connecting a small number of countries 
are typically seen as club rather than public goods (Sandler 2003, p.11). In regions 
where mutual suspicions run high, the pursuit of mutual benefit in building 
such grids and pipelines provides the base on which region-wide public goods 
could be erected in the future. Such beginnings may sometimes be modest, but 
their eventual outcomes can potentially change regional configuration. The 
decision by ADB, World Bank, KfW, JICA, and the Government of India to 
pool their resources for building Afghanistan’s North East Transmission System 
has been instructive in this regard. India contributed US$110 million for the 
construction of Afghanistan’s largest substation in Chimtala in the outskirts of 
Kabul, and 202-kilometer stretch of transmission lines from Pul-e-Khumri to 
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Kabul, which brought Uzbek electricity to Kabul in January 2009. A portion 
of the grid goes over the Salang Pass, at a height of over 3,700 meters. 

This extraordinary initiative, if seen in isolation in the context of Afghanistan 
alone, might appear to be of limited regional value. However, it must be seen 
in conjunction with two sustainable energy projects to promote a region-wide 
energy exchange: the Turkmenistan—Afghanistan—Pakistan—India (TAPI) gas 
pipeline, and the Central Asia-South Asia Electricity Transmission and Trade 
Project (CASA-1000), expected to bring Tajik and Kyrgyz hydropower to 
Afghanistan and Pakistan. This, in turn, is expected to evolve into the Central 
Asia-South Asia Regional Energy Market (CASAR EM), once the planned 
Central Asian hydro potential comes onstream. The energy resource reserves 
of the five Central Asian states—Kazakhstan, the Kyrgyz Republic, Tajikistan, 
Turkmenistan, and Uzbekistan—consists of 3.2 billion tons of oil, 38 billion 
tons of coal, and 6,717 billion cubic meters of gas (Shah 2013, p.102). In con- 
trast, all South Asian states are energy hungry in terms of their natural resource 
endowment, except Bhutan and Nepal. Thus, with Afghanistan’s member- 
ship of SAARC, it has become possible, in theory, to envision another arc of 
advantage—a new Silk Route connecting the Ferghana Valley to the Mekong 
Delta—should peace and stability return to the region. 

Smart sequencing can also boost connectivity immediately without a sudden 
outflow of resources. For instance, in South Asia, regional transportation con- 
nectivity can be instantly augmented by integrating existing national networks 
regionally, restoring their pre-1947 linkages, requiring minimal financing. This 
could logically be followed by extending carriage capacities, such as by more 
frequent and regular airline, rail, road, and coastal shipping services, broaden- 
ing roads, and dredging existing inland waterways to improve navigable draft 
for their optimal use. New cross-border transportation infrastructure cover- 
ing alternate and quicker routes and cost-reducing multimodal systems linking 
manufacturing hubs in the hinterland to urban markets and ports could follow, 
after exhausting the lower-cost options. 


Measurement 


Finally, measurement will be the key to promoting regional connectivity by 
documenting and demonstrating how it could enhance the capacities of the 
participating states for their social and economic development in ways that 
would not have been possible otherwise. This is important since the lack of 
propulsion at the political level for greater regional connectivity, could be attrib- 
uted to incomplete knowledge of its benefits, besides indifferent and inimical 
relationships. It was the awareness of the high cost of noncooperation that 
helped transform Europe and create the EU as we know it today. The negative 
opportunity cost of the nonintegration of South Asian economies could amount 
to forgoing an estimated 2% of additional GDP growth annually. Moreover, 
measurement of potential gains could also offset notions about the “trade divert- 
ing and hence welfare-reducing” impact of regional integration (Das 2009, p.2). 
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Gains from connectivity in terms of increased employment, productivity, 
manufacturing capacity, and reductions in import and export costs and green- 
house gas (GHG) emissions might be easy to measure. In the area of transportation, 
improved measurements might help establish priorities among alternate routes or 
modes of transportation. Measurement could assist both in sequencing and in 
ensuring that regional assets, once created, are kept in good repair. These could 
cumulatively contribute to avoiding the negative consequences of cross-border 
initiatives. An important measurement to obtain commitments for RPGs would 
be to ascertain how a connectivity linked RPG could promote national planning 
objectives. Regional development banks could also play a role in this context 
by providing a relatively neutral forum for assessing relative costs and benefits of 
RPGs, thereby assisting national decision making and preparing the ground rules 
for operationalizing the connectivity infrastructure. 


Priority areas in connectivity clusters 


The following subsections make up an illustrative listing of priorities with particular 
relevance to South Asia. 


Trade connectivity 


Connectivity is an important driver for regional trade and growth. The devel- 
opment of local and regional markets provides a cushion against economic 
slowdowns. Optimal levels of commercial exchanges and the creation of forward 
and backward economic linkages are not possible without it. In South Asia, not- 
withstanding the fact that trade and growth rates are running significantly ahead 
of global averages, local businesses are largely cut off from regional and global 
production processes and value chains, with the exception of India’s exporting 
of fabric to Bangladesh and Bangladesh’s exporting of garments worldwide. 

Within South Asia, for increased trade connectivity, states must make 
a greater effort to reduce the number of products in their negative lists by 
removing from the list products of export interest to others; to address nontar- 
iff barriers such as onerous testing requirements for natural products produced 
in similar, neighboring geo-climatic conditions; to improve suboptimal trade 
facilitation at land customs stations by adopting common tariff nomenclatures, 
customs procedures, and methods of valuation; to harmonize or mutually 
recognize standards; to provide more liberal and accessible transit facilities, 
including by facilitation of transshipments; and to undertake common meas- 
ures for regulating trade to prevent smuggling of third-country goods. 


Transportation connectivity 


The development of air, rail, road, and waterway transportation increases 
trade and reduces logistic costs. The high cost of and time taken for imports 
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and exports, particularly for LDCs and LLDCs—across three different regional 
groupings ranging from Central to Southeast Asia, spanning CAREC, GMS, 
and SAGQ—are depicted in the comparative graphs in Annexes I and Il. In 
each of these regions, the LLDCs—Laos in GMS, Nepal and Bhutan in BBIN, 
and Afghanistan, Azerbayan, Kazakhstan, the Kyrgyz Republic, Mongolia, 
Tajikistan, Turkmenistan, and Uzbekistan in CAREC—have substantial cost 
and time disadvantages compared to the coastal countries. These make it impos- 
sible for them to adhere to the just-in-time schedules required for manufacturing 
value chains, from which they find themselves excluded. 

The absence of transit and inadequacies of regional logistics hampers even 
normal trade in South Asia. Shipments of Assam tea to Europe via Kolkata have 
to traverse a distance of 1,400 kilometers through the “Chicken’s Neck,” the 
narrow 23-kilometer strip of territory officially known as the Siliguri Corridor, 
through which the bulk of India is connected to its eight northeastern prov- 
inces, instead of traveling directly through Bangladesh, a distance of about 400 
kilometers. Similarly, a container traveling from Dhaka to Lahore has to be 
shipped 7,162 kilometers by sea instead of being sent 2,300 kilometers across 
India by land. Container traffic between Delhi and Dhaka moves even more 
strangely, by a 35-day maritime route via Mumbai and Singapore or Colombo 
to Chittagong, instead of by railway, which would take a fraction of this time 
(Rahmatullah 2010, pp.176—78). 

It stands to reason that the creation of cross-border infrastructure, such 
as the construction of integrated check posts in order to connect air, rail, 
road, and waterway links, and improvements to trade facilitation can reduce 
significantly trade and transactions costs. India has commenced building the 
1,839-kilometer Eastern Dedicated Freight Corridor (a freight-only railway 
line) between Ludhiana and Kolkata, which will dramatically improve the 
movement of goods from northern to eastern India, significantly reduc- 
ing GHG emissions and, ultimately, helping freight movement between 
Dhaka and Lahore. The improvement in physical infrastructure must be 
complemented by improved management of shipments and customs compli- 
ance, agreements on cross-border movement of transportation vehicles, and 
“behind-the-border” legal and policy improvements, including the removal 
of red tape and spanning both "hard" and "soft" infrastructure. 

For South Asia, the three new transportation connectivity proposals on the 
table include the Great Asian Highway project, which comprises 32 coun- 
tries and includes the Asian. Highway and the Trans-Asian Railways; the 
5,272-kilometer Afghanistan-Pakistan-India-Bangladesh-Myanmar (APIBM) 
Transport Corridor connecting Kabul to Yangon; the Bangladesh-China- 
India-Myanmar (BCIM) Economic Corridor connecting Kunming, the capital 
of Yunnan Province, to Kolkata, the capital of West Bengal Province, through 
Myanmar and Bangladesh; and the INSTC connecting the Indian Ocean and 
Persian Gulf to the Caspian Sea via Iran, and then to St. Petersburg and northern 
Europe via the Russian Federation.'^ 
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Information and communication technology connectivity 


The dissemination of ICTs improves productivity, facilitates trade and invest- 
ment, and helps remotely located communities to be reached and integrated 
into the regional and global economies. ICTs are also vital for effectively lever- 
aging transportation connectivity and promoting greater sharing of knowledge 
and technology within the region, leading to LDCs saving on their research 
and development costs. 

In South Asia, India is the best-connected country at the international level, 
served by “the world’s two largest undersea optic fiber networks owned by 
Indian investors,” and “11 major interregional submarine systems and multiple 
terrestrial links," '’ placing it in a good position to provide a range of RPGs to 
its neighbors. These are supplemented by an array of Indian communication 
satellites, one of which is to be made available to the SAARC countries by the 
end of 2016. India could extend free or subsidized access to public facilities to 
its own universities. International call rates could also be dramatically reduced in 
the region by providing international communications gateways through India, 
which would benefit businesses and the general public. Nationally, India is rid- 
ing its fiber optics network on the infrastructure frame of the fixed assets of its 
railways, such as towers, ducts, bridges, and right of way. In the same way, the 
basis for the Asia-Pacific Information Superhighway Initiative could be provided 
by the Asian Highway and the Trans-Asian Railway (United Nations ESCAP 
2014, pp.28 and 56). India has launched a major program called Digital India, ° 
which has counterparts in some other South Asian countries, such as Bangladesh. 
Countries within the region could exchange experiences and provide assistance 
for upgrading capacities to address common objectives and constraints. 


Energy connectivity 


In Asia energy demand is expected to double by 2050 (United Nations ESCAP 
2014, p.9) as a result of the continent’s high growth rates. Even so, two in five 
South Asians do not have access to commercially available energy. The cost 
of installing a permanent electricity connection for a newly constructed ware- 
house relative to per capita income is inordinately high in South Asia, ranging 
from 488% in India to 3,890% in Bangladesh. A particular problem for South 
Asia is that, like China, it is heavily dependent on fossil fuel imports, and coal 
remains its primary captive energy resource. 

Bhutan, Nepal, and northeastern India have considerable untapped hydropower 
potential. Nepal alone has the potential to generate 83,000MW of hydropower, 
at least half of it from run-of-the-river projects that avoid ecological surprises in 
the fragile Himalayan region. The development of Nepal’s hydropower would 
lead to the energy security of both Nepal and South Asia in general, creating jobs, 
businesses, and industry, and redressing the acute imbalance in Nepal’s external 
trade account. Hydropower is available, affordable, reliable, and sustainable. It can 
contribute to climate change mitigation in South Asia generally, and especially in 
the Himalayan region, by reducing dependence on carbon-based fuels. Besides, 
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through river-basin initiatives, transmission networks, and the creation of power 
pools, hydropower infrastructure can augment water security, flood mitigation, 
and irrigation, thereby increasing food security as well. If Nepal were also to build 
the Sapta-Koshi and Kosi high dam, currently undergoing prospection, this could 
ensure the availability of navigable waters along the channels connecting Nepal 
to the Ganges, which could help free Nepal from its landlocked status by gaining 
access to the Bay of Bengal through India’s national waterway system, currently 
being used for ferrying Indonesian and Australian coal upstream to fire a series of 
new super-thermal power projects. 


People-to-people connectivity 


South Asia has done well in reducing absolute poverty from over 50% in the 
late 1970s to less than 30% today. Even so, besides harboring the majority of 
the world’s poor peoples, who are water-stressed and increasingly vulnerable to 
environmental risks, the region has high infant and maternal mortality and child 
malnutrition rates, and low social investment in school education and public 
health (Sachs 2009, pp.43—47). Furthermore, its population is expected to rise 
from 1.68 billion in 2010 to 2.22 billion by 2040 (Price 2014, p.vii). Given these 
challenges, when designing regional projects the concerned states must ensure 
outcomes that are more people friendly in their welfare impact. Sustainable infra- 
structure services are both public goods and a form of physical and social capital, 
whose provision endures over time. Nationally, these would include urban 
renewal through smart city construction, community renovation through social 
housing, rural modernization through extension services and greater access to 
credits and markets, and improved basic services through delivery of education, 
public health, potable water, sanitation, and waste renewal. Regionally, these 
could encompass control of communicable diseases, planning for coping with 
pandemics, natural disaster management, and sustainable development. 

The areas of cooperation listed above will require interventions from public 
authorities, the private sector, and civil society organizations. For instance, 
the Self Employed Women’s Association (SEWA)—the largest trade union of 
unorganized women workers in the world—has mooted several people-centric 
initiatives in South Asia. Together with Homenet South Asia, SEWA has cre- 
ated a company for home-based women’s workers of South Asia, the SAARC 
Business Association of Home Based Workers (SABAH). The Mahila Housing 
SEWA Trust (MHT) is working with South Asian women from slums in seven 
cities to combat climate change-related risks such as flooding, waters secu- 
rity, heat waves, and water-borne diseases. SEWA has followed a strategy to 
promote gender equality, employment, and augmentation of family incomes 
by connecting people, sharing best practices, and organizing them. Although 
efforts by such nongovernmental organizations can sometimes have fleeting 
or ephemeral impacts on the big challenges that developing countries face, 
the example of their success is inspirational and sometimes leads to subsequent 
government-led initiatives. 
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Conclusions 


A people-centric approach could help accelerate progress on those connectivity 
and infrastructure projects that are most congruent with the development strate- 
gies of the states in the region. 

Regarding connectivity, it might also be useful to shift the emphasis away 
from transit corridors, which do little to transform the transited territories, and 
economic corridors, which are primarily focused on ensuring a flow of invest- 
ments and building manufacturing clusters, to the idea of development corridors, 
which consciously seek to avoid employment-neutral growth models and might 
ensure a more equitable distribution of benefits. This would be the surest way to 
gain regional traction and popular support for building the new connectivity and 
infrastructure RPGs needed by developing country regions all over the world. 

Finally, ensuring RPG-related investments in connectivity in national 
development outlays will require the countries concerned to view connectiv- 
ity as a key engine for sustainable growth, beginning with connectivity within 
these countries, such as building dedicated freight carriage railway lines, and 
extending it to connectivity across national borders. Even if such an approach 
were to be embraced at the policy level, mobilizing the means for connectivity 
infrastructure would still remain a challenge, and local resources would not suf- 
fice for the massive investments needed. This is where a strategic understanding 
among key donors and lenders, bilateral and multilateral, might prove useful in 
mainstreaming connectivity in development planning in individual countries, 
and in bringing together an international coalition for this greater purpose. 
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Figure 7.A2 Cost of Exports. 


These graphs were created using the data from the Doing Business 2015 
Database created by the World Bank Group. For more information, see www. 
doingbusiness.org/data/exploretopics/trading-across-borders 

No data was available for Turkmenistan, hence only nine member countries 
of CAREC were included in the comparative graphs. 
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Figure 7.43 Time for Imports. 
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Figure 7.44 Time for Exports. 
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Notes 


1 SAARC comprises Afehanistan, Bangladesh, Bhutan, India, Maldives, Nepal, 
Pakistan, and Sri Lanka. 

2 Statement of President Hamid Karzai at the 14th SAAR C Summit Meeting, New 
Delhi, April 3, 2007. www.saceps.org/upload_file/recommendation_pdf/afghanistan_ 
pres_hamid_karzai.pdf 

3 Joint Press Release, The Third Joint Working Group Meeting on Sub-regional 
Cooperation between Bangladesh, Bhutan, India, and Nepal, Dhaka, January 19-20, 
2016. 

4 See Toman and Timilsina (2015). 

5 Sudipto Mundle, emeritus professor and member of the board of governors of the 
National Institute of Public Finance and Policy, New Delhi, provided this insight. 

6 The countries constituting the GMS include Cambodia, the Peoples Republic 
of China (PRC, specifically Yunnan Province and Guangxi Zhuang Autonomous 
Region), Lao Peoples Democratic Republic (Lao PDR), Myanmar, Thailand, 
and Vietnam. Those comprising CAREC include Afghanistan, Azerbaijan, PRC, 
Kazakhstan, Kyrgyz Republic, Mongolia, Pakistan, Tajikistan, Turkmenistan, and 
Uzbekistan. 

7 This initiative was announced by India’s Minister of State for External Affairs, A. E. 
Ahmed, at the first India-Central Asia Dialogue, Bishkek, June 12, 2012. 

8 The SCO comprises Kazakhstan, Kyrgyz Republic, PRC, Russia, Tajikistan, and 
Uzbekistan. The EurAsEC is made up of Belarus, Kazakhstan, Kyrgyz Republic, 
Russia, Tajikistan, and Uzbekistan. The members ofthe EEU are Belarus, Kazakhstan, 
Kyrgyzstan, Armenia, and Russia. 

9 OECD. “Triangular Co-operation” Findings from a 2015 Development Assistance 
Committee Survey.www.oecd.org/dac/dac-global-relations/Updated%20 Triangular 
%20co-operation%20fact%20sheet.pdf. India committed food assistance of one 
million tonnes of wheat to Afghanistan in 2002, a part of which is being converted 
into high-protein biscuits for their School Feeding Programme for supply through 
the WFP. 

10 In developing the idea of the New Development Bank, the BRICS Academic 
Forum had a degree of synergy in their interactions with government. 

11 The Joint Statement issued at the end of the Chinese Premier, Li Kequiang, to 
New Delhi on May 20, 2013, stated that the two countries had agreed to hold 
consultations “with a view to establishing a Joint Study Group on strengthening 
connectivity in the BCIM region for closer economic, trade, and people-to-people 
linkages and to initiating the development of a BCIM Economic Corridor.” 

12 For information on the financing of RPGs, see Ferroni (2002, pp.12-17). For a sum- 
mary of the growing contribution by the ADB, AfDB, and IDB to RPG projects, see 
Hu (2012). 

13 Press Information Bureau, Government of India, April 15, 2016 at http://pib.nic. 
in/newsite/PrintR elease.aspx?relid=138899 

14 A special feature of the eight northeastern Indian provinces is that 97% of their 
borders are with Bangladesh, Bhutan, China, and Myanmar. 

15 An environmental impact study has shown that this dedicated rail-freight corridor 
will generate 10.48 million tonnes of GHG emissions up to 2041—42, compared to 
23.29 million tonnes in its absence—a 55% reduction in GHG emissions. See World 
Bank (2014, pp.121-23). 

16 The original Memorandum of Understanding for the International North-South 
Transport Corridor (INSTC) was signed on September 12, 2000, in St. Petersburg 
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by India, Iran, and the Russian Federation. Since then, 11 new members have joined: 
Azerbaijan, Armenia, Belarus, Bulgaria, Kazakhstan, the Kyrgyz Republic, Oman, 
Syria, Tajikistan, Turkey, and Ukraine. 

17 “Submarine Cable Map,” Tele Geography, www.submarinecablemap.com/ 

18 Digital India is a Government of India plan designed to transform the country into 
a digitally empowered society and knowledge economy. Its focus is on making tech- 
nology central to enabling change. 
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8 Open borders 
A regional public good 


Johanna Mendelson-Forman 


Introduction 


If there are two words that define the history of the Americas, then “borders” 
and “sovereignty” would be near the top. Since the Treaty of Tordesillas (1494) 
divided the New World between Spain and Portugal, boundaries have char- 
acterized the way sovereignty has been perceived. In reality, however, lines 
on maps were often disregarded as settlers and traders expanded their reach 
across boundaries.’ The Treaty of Madrid (1750) between the Spanish and 
Portuguese crowns ended an armed conflict over what constituted the borders 
between these two empires in South America, with Spain ceding much of 
what is present-day Brazil to the Portuguese. 

When parts of the Americas became independent from Spain at the begin- 
ning of the 19th century, borders were also very much on the minds of 
liberators. New countries were carved out of the old viceroyalties and captain- 
cies general of the Spanish Empire. Geography was also a factor in retaining 
the old borders of the former colonies since the Andes, a formidable natural 
barrier, limited the scope for cross-continental engagement. 

Brazil did not become an independent nation until 1822. Its territory 
encompassed much of the land given to Portugal with the drawing of the 
15th-century Tordesillas line, and it remains a vast nation, the largest in South 
America. Ten other nations border Brazil from the forests of the Amazon 
to the Atlantic. Brazil’s western borderlands still remain largely ungoverned 
spaces, due to the natural barrier of the Amazon. Brazil has tended to look 
toward the Atlantic and only in recent years has it seemed to engage more with 
the potential for looking west toward the Pacific Coast. 

Why all this history? If borders were real barriers to economic and political 
engagement until the end of the 20th century, in the 21st century they have 
become enablers of a wide range of regional public goods (RPGs). In an age 
of globalization, where both opportunities and threats to peace and security 
respect no boundaries, it is important to consider borders as more than ter- 
ritorial markers. Today, borders are less a cause of conflict than a means to 
build peace. Borders create opportunities to harmonize the rule of law across 
boundaries, to ensure access to trade, and to jointly address threats arising from 
climate change. 
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By analogy, when borders between states are open, there is greater mobility of 
people, knowledge, and goods. South America, one of the world’s most peace- 
ful regions, also has the capacity to become a source of food and water security 
in a more hostile world if its borders were to become fully open. This is not to 
diminish the challenges of transnational criminal activities in the region—these 
are the strongest cases against opening borders in South America. These chal- 
lenges are a cause for concern, especially since they take advantage of the lack of 
infrastructure and investments needed to connect the continent. 

The potential for South America to emerge as a region that can work mul- 
tilaterally to become part of the solution to its own problems is an opportunity 
that cannot be squandered. If regionalism is used wisely this century, South 
American nations could lead the way in creating greater energy and environ- 
mental security, greater global trade in products that can feed the world, while 
also addressing some of the thornier problems of security that are ever-present 
in this vast continent. 

This paper makes the case for considering whether open borders in South 
America should be considered an RPG. If we add open borders to the list 
of RPGs, can this promote greater security, economic growth, and devel- 
opment? While sovereignty remains a defining feature in the politics and 
diplomacy of the region, there is a growing recognition that there is a greater 
need to work collectively to address issues that are no longer limited to single 
states. Disagreement is often over who the appropriate partners are for such 
collaborations. 

By using examples from the region, and also from other parts of the world 
that have experienced a decline in state sovereignty resulting from borderless 
threats, there may be a basis for the countries of South America to redefine 
their collective action in terms of open borders being an RPG. If borders are 
viewed as public goods, they can be used positively to address common chal- 
lenges, from the harmonization of customs rules to the identification of joint 
infrastructure needs among neighboring states. Open borders can also facilitate 
a greater sense of continental integration that has been hard to achieve, but 
yet remains important to increase economic growth. More effective regional 
collaboration that takes economic integration seriously can also help collec- 
tive responses to such transnational threats as climate change, environmental 
threats, migration, and all forms of illicit activities. Section 2 of this paper 
examines the evolving concepts of RPGs and the application of these to the 
reality of South America. 

Section 3 reviews examples of other approaches to open borders and also 
looks at some cases in the region that have provided benefits from cross-border 
integration. Some of the examples from within South America arose from 
situations where regional governance was weak. Others were the result of 
geography that made defense of national territory difficult. More recent efforts 
to deploy military units to borders in places like Brazil do not provide adequate 
security to ensure that cross-border threats in largely uninhabited areas can be 
easily managed. 


160 Johanna Mendelson-Forman 


Section 4 takes the case of Brazil and its neighbors as a first step in examining 
the practical application of borders as an RPG in terms of the threats and chal- 
lenges faced by such a large country with so many neighbors. Brazil’s geopolitical 
situation shares common transnational challenges with its neighbors, from envi- 
ronmental issues and illicit activities to gaps in governance, due to the vast and 
uninhabited regions within its territory that create a political space for nonstate 
actors to operate in. 

Section 5 examines how the new multilateralism in South America impacts 
the concept of open borders. In section 6, I also suggest some possible meas- 
ures to evaluate the way borders in South America may be transforming 
other RPGs. Lessons learned can provide important applications for invest- 
ment, prevention of transnational criminal activity, and controlling climate 
and environmental change. 


The evolving concept of borders as public goods 


Territoriality as an organizing principle of international relations has been 
challenged time and again since the end of the Cold War. Globalization has 
ended the nation-state’s monopoly over internal sovereignty, which in earlier 
times was guaranteed by territory. Economic integration and interdependence 
have been the basis for a globalized economy by creating this transformation 
in thinking. Open borders are a manifestation of this change and have con- 
tributed to reducing internal sovereignty when it comes to promoting trade, 
infrastructure, and migration in some parts of the world (Reinicke 1997). 

In the 21st century, open borders have become a form of RPG precisely 
because the nature of globalism has shifted from a world solely inhabited by 
nation-states to a world where nonstate actors are engaging in actions that were 
once the sole domain of sovereign actors. States in Latin America were once wary 
of violating the sovereignty of other states by crossing geographic boundaries, but 
this is no longer the case. When nonstate actors no longer respect boundaries, be 
they guerrillas, paramilitaries, gangs, or other illicit actors, governments are less 
concerned about the legalities of pursuing criminals across frontiers. 

Anne Clunan and Harold Trikunas (2010, p.18) call this an era of “softened 
sovereignty,” in which nonstate actors, both good (international organizations, 
nongovernmental organizations, transnational corporations) and bad (terror- 
ist groups, transnational criminal networks) impinge upon the sovereignty of 
the state. The fact that one nation’s border policies on everything from trade, 
migration, and illicit activity might impact security and development through- 
out an entire region is evidence of softened sovereignty. 

The existence of the borderless threats that United Nations (UN) Secretary 
General Kofi Annan cited in his 2005 report helped to recalibrate thinking about 
the limits of sovereignty when it comes to economic growth and development 
in many multilateral institutions. Central to this thinking was the notion that 
only collective actions by groups of nations would suffice to address this new 
world without traditional boundary lines (Annan 2005; United Nations 2004). 
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A decade later, we are still trying to manage the ever-growing number of 
transnational threats that impact peace and security. 

In a region whose history has been one of wars fought over borders since 
the days of independence, South America in the 21st century is becoming a 
borderless space where transnational threats to regional security can no longer 
be thought of in terms of lines between countries. The ongoing threats of illicit 
flows of narcotics, money, arms, and people are also giving new meaning to 
creating policies that collectively address transnational challenges to peace and 
security. Brazil has been especially interested in finding regional solutions by 
working together with its neighbors on these types of issues.” 

There still exists a residue of distrust among many countries of South America 
when it comes to completely embracing the notion of open borders. A long 
history of earlier border conflicts, like the one between Chile and Bolivia or the 
rekindling of the one between Venezuela and Guyana, suggest that confidence 
building is essential to advance cross-border collaboration around economic 
and social issues. These disputes, however, all point to the nexus of security 
and development, as these involve ongoing issues of trade and access to nat- 
ural resources and markets that require a delicate balance between the role 
of regional organizations that facilitate opportunities and bilateral confidence- 
building measures that require careful, delicate, diplomatic solutions. 

Regional governance is affected by transnational threats such that borders 
can no longer be used as a barrier to action. This is especially the case in the 
post-9/11 environment, as Andres Serbin (2014) observed: since 9/11, Latin 
American regionalism has shifted, prioritizing transborder threats over national 
security. The ongoing threats of illicit flows of narcotics, money, arms, and 
people are also giving new meaning to creating policies that collectively address 
transnational challenges to peace and security. In 2005, the Organization of 
American States (OAS) created the Secretariat for Multidimensional Security, a 
direct response to the increasingly transboundary nature of threats in the region.’ 

As the region’s largest country and one that borders ten other states, Brazil 
has the greatest interest in ensuring that its borders are secure and are not barri- 
ers to greater economic development. The evolving policies of both Rousseff 
governments, which advocated for policies strengthening borders, demonstrate 
a growing awareness of what is at stake at the farthest outposts of its territory. 
Managing transnational criminal activities in the 28 twin cities that are located 
on the borders between Brazil and Peru, Bolivia, and Uruguay has presented 
the government of Brazil with new challenges managing cross-border law 
enforcement and customs. The interconnectedness of these twin cities blurs 
the national borders running through them and fuels high levels of informal 
economic and criminal activity. 


Precedents for open borders 


The idea and practice of open borders as RPGs has strong international 
precedent—either de jure, as in the Schengen Area—a borderless zone in 
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Europe consisting of 28 countries with no border checks and a common visa 
policy—or de facto, such as the border between the Hong Kong SAR and 
the rest of China, which has relatively unchecked cross-border movement 
of goods and people. 

The European Union (EU) “experiment” and concurrent development of 
the open border Schengen Area established an international precedent for the 
overhaul of traditional border management in favor of open borders as RPGs. 
The Schengen Area and the EU created a common passport to facilitate ease 
of travel between member states, developed a predictable trade system, and 
intensified information sharing on transborder threats. 

To promote integrated border management across the expansive Schengen 
Area, which spans 1.6 million square miles and has a population of 400 million 
people, participating countries created infrastructure such as the Schengen 
Information System, which facilitates rapid communication for law enforce- 
ment in all states. Furthermore, with 37% of Europe’s population living in 
border areas along 38 international borders made up of geographic and linguis- 
tic barriers, many of which bear the scars of European wars, the EU created 
the European Territorial Cooperation program, better known as Interreg, to 
promote harmony and cooperation across borders. 

As the first policy of its kind, the benefits and challenges of the Schengen 
Area provide good lessons learned for others heading down the open border 
route. The positive results of open borders for participating states are varied 
and include increasing migration and mobility of people, increasing ease of 
trade, and making states more robust trading partners in the international arena 
(Davis and Gift 2014). Some of the biggest challenges Schengen countries face 
today include the negative effect of strict visa regimes on tourism and surging 
numbers of illegal immigrants, which are putting pressure on a relatively young 
collective border management system. The Schengen Area is the strongest case 
of de jure open borders today and provides a framework for other regions to 
emulate when pursuing open borders for RPGs.* 

Hong Kong, on the other hand, represents an interesting case study for 
the value of de facto open borders without the official infrastructure. Since the 
transition of Hong Kong’s sovereignty from the United Kingdom to China 
in 1997, the economically laissez-faire city-state has attracted high volumes 
of trade, migrants, and daily workers from the neighboring Chinese city of 
Shenzhen. Facilitating this level of border crossing are extraordinarily relaxed 
border policies creating a “blurred” border between the two sides. While bor- 
der and visa checks remain in place, and the border is still considered heavily 
guarded (Chen 2005, p.86), the process is largely symbolic and often very 
fast—1qmost individuals cross within 30 minutes. 

This de facto open border has allowed both adjoining areas to experience 
rapid economic growth, and is “intimately linked with the miraculous growth 
of Shenzhen from a tiny farming and fishing border town to a large modern 
metropolis over the last two decades” (Chen 2005, p.86). Integrated border 
management helps manage the blurring of the Guangdong-Hong Kong border. 
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Examples of this integrated border management are dual Guangdong-Hong 
Kong license plates for cars commonly traversing the border, and the Working 
Meeting of the Hong Kong/Guangdong Co-operation Joint Conference (also 
referred to as the Guangdong—Hong Kong Liaison Annual Working Meeting), 
a joint committee established in 1987 which facilitates cross-border police 
cooperation (Wong 2012, p.126). 

The beginnings of an open border framework also exist within the Union 
of South American Nations (UNASUR)’, which has raised the question of a 
common South American currency and citizenship, integrated defense poli- 
cies, and a single market, inspired by the EU (Flannery 2012; Kašpar 2011). 
On December 5 2014 the leaders of UNASUR met in Mérida, Venezuela. 
The 12-nation organization proposed a framework for South American inte- 
gration approving the concept of South American citizenship. According to 
UNASUR Secretary General Ernesto Samper, “this should be the greatest reg- 
ister of what has happened” (Robertson 2014). Included in this proposal was 
the creation of a single passport and a homologate university degree in order 
to give South Americans the right to live, work, and study in any UNASUR 
country. It also gave legal protection to migrants—similar to the freedom of 
movement rule for EU citizens. While Samper’s declaration did not consti- 
tute a total commitment to open borders, he spoke of the convergence of 
citizens and similarities, all with the goal of greater integration (Robertson 
2014). Former Brazilian president Lula da Silva noted at the meeting where 
Samper gave his statement that “today we construct an integration project that 
is more daring, that takes advantage of our rich history, goods, and culture” 
(Robertson 2014). 

At UNASUR s February 2015 meeting, Ecuadorian President Rafael 
Correa announced his support for this unity framework, stating that a united 
South America would be the fourth-largest economy in the world, accounting 
for 6% of global GDP (Sputnik News 2014). This factor alone will in the end 
only be measured by the ability to continue to attract increased foreign invest- 
ment and willingness by each of the UNASUR member states to participate in 
more open trade arrangements going forward. 


Brazil’s evolving border policies: making the case for a 
regional public good 


The strip of land along Brazil's ten-nation border, the “faixa de fronteira,” is a 
remarkable space that embraces large parts of the Amazon and areas of more 
populated regions in the south.° After those of Russia and China, Brazil has the 
world’s longest frontier, totaling more than 10,400 miles, and these adjacent 
areas account for 27% of its national territory. Ten million people live along 
the border areas, including many of Brazil’s protected indigenous groups. The 
security dimensions of such a vast frontier are manifold—not least of which are 
due to the ungoverned spaces of borderlands.’ Transnational crime—drug traf- 
ficking, arms trafficking, natural resource exploitation, illegal migration, and 
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environmental challenges such as deforestation from land grabs for aericulture 
and illegal logging, disruption of biodiversity, and managing the insurgency 
from Colombia—all present a complex set of issues that the Brazilian govern- 
ment is compelled to address (Lyons 2014). 

In 2005, Brazil started a process of rethinking its borders with a focus on 
integration, cooperation, articulation of specific issues, and collaboration with 
its neighbors on shared security and development issues. It established the 
Ministry of National Integration, with its Secretariat for Regional Programs 
(Ministério da Integração Nacional 2005). In 2011, President Dilma Rousseff 
unveiled the Strategic Border Plan, the main objective of which is prevention, 
surveillance, and prosecution of cross-border crimes. As part of this new strat- 
egy, the Development Program for the Frontier Strip (PDFF) was established, 
targeting a strip 150 kilometers wide along the length of the border. This fron- 
tier strip is now considered a priority area for regional development instead of 
just an area of national defense. 

Under the revised policy, the border has been divided into three zones— 
north, central, and south. Each area has its own specific characteristics with 
challenges for security. For example, most of the drug trafficking comes 
through the central zone, but it has more recently become a hub of illegal 
migration, especially from Peru and Ecuador. The smuggling of arms, ciga- 
rettes, and other contraband comes through the south, in the region close 
to Paraguay and the Triple Frontier (the tri-border area between Argentina, 
Brazil, and Paraguay). The north 1s also a zone of illicit arms transfers where 
armed insurgents frequently operate. 

Having such a large frontier makes it difficult to secure national territory, 
as the Brazilian Army alone is not able to cover all of the terrain. Brazil’s 
Integrated Border Monitoring System, known as SISFRON, is a radar net- 
work managed by the Ministry of Defense that will create an electronic fence 
with the country’s ten neighbors (Moura 2013). It is already operational in 
the southern arc, but is not expected to be completed until the end of 2019 
(Szklarz 2014). In the last few years, the Brazilian Army has been deployed to 
the northern frontier, with 35 brigades and 49 platoons operating along the 
border. SISFRON will help the Brazilian military detect smuggling, terrorism, 
and drug-trafficking activities by enabling coordination with all organizations 
and government agencies responsible for monitoring and surveillance of the 
land borders. Over the last 30 years, Brazil has also complemented its military 
presence with technical support, radar, and other forms of observation to deal 
with homeland security. 

Since 2011, the challenge for Brazil’s military is that increased responsibil- 
ity at the border has given the armed forces a traditional policing role. That 
same year, the Brazilian government implemented military operations Agata 
I, IL, and III, to combat illegal activities such as illicit drugs, weapons, and 
contraband in border areas. The three operations required more than 15,000 
soldiers and spanned borders with Argentina, Paraguay, Uruguay, Colombia, 
Bolivia, and Peru. Since 2011, operations Agata IV, V, VI, and VII have been 
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put into place, the latter involving over 30,000 members of the armed forces 
and covering the entire border, focusing on the northern region (Muggah and 
Diniz 2013). This mission has not been well received by some civilian politi- 
cians, although the military is reported to be performing well. This reflects 
a deep-rooted distrust on the part of some Brazilians toward the military, 
whose border policing functions reach up to 150 kilometers into the country. 
Ironically, the average citizen has no idea of the connection between borders 
and crime (Muggah and Szabo 2014). 

Of the many twin cities along Brazil’s extensive border, there are 28 
that the Ministry of Regional Integration has identified as entailing specific, 
separate challenges. Mostly located in the southern part of the country, 
these are places where two cities operate independently on either side of the 
border, one in Brazil and the other in Uruguay, Bolivia, or Peru (Duarte de 
Castro 2011). Both sides have separate police forces, and necessary coordi- 
nation of policies to address transnational crimes is difficult because there are 
no formal border agreements in many cities. There is an ongoing effort to 
rectify this situation, especially as Brazil seeks to support economic develop- 
ment and regional integration with its neighbors. It is in these twin cities 
that these borders could generate RPGs if policies could be harmonized to 
give both countries some sense of confidence that both countries would 
gain from such coordination. 

Experts on border policy note that Brazil’s transition from a security- 
only approach to one that includes development has not been easy, and 
some have offered harsh analyses in this regard (Muggah and Diniz 2013). 
The lack of interagency coordination makes the implementation of projects 
very difficult, mainly because the National Integration Commission relies 
on the willingness of other ministries to engage in a country where a strong 
tradition of independence of action characterizes the way ministries oper- 
ate. Similarly, the Border Caucus that operates in the National Congress of 
Brazil lacks strong influence in border management because its members 
represent states, not cities. Action only takes place at the mayoral level since 
these are the officials with the resources to implement meaningful actions 
in border zones. 

The Ministry of National Integration and Commerce often attempts to 
address cross-border questions, but national legislation is needed to cre- 
ate a strategy for better coordination. For example, the ministry asked for 
the creation of a Regional Border Fund, but this has yet to be funded by 
Congress. In the meantime, Brazil’s greater funds and capacities, compared 
with its neighbors, create additional problems in terms of governance of 
border city regions, particularly when it comes to the question of manag- 
ing transnational threats. Among the economic priorities at the border is 
electricity, where there are opportunities for investments in hydroelectric 
power plus wind and solar energy. 

In light of phenomena such as those discussed above, scholar Alcides Vaz 
(2014) has drawn the following seven conclusions about Brazil’s border strategy: 
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1 Integration must take place at the local level, not on a national platform. 
There is no relationship between border policy and broader national 
development objectives. 

3 There is no mandate to work the development side of the border, thus ini- 
tiatives are effectively done piecemeal, rather than through an integrated 
strategy that brings together security and development. 

4 Due to the lack of infrastructure, the private sector is ambiguous about 
what the borders mean in terms of investment. Some even believe that 
these areas are a constraint to investment. 

5 There has been little effort to integrate the private sector into the policy 
dialogue—agribusiness, defense, and energy sectors could all play a role, 
but have not as of the time of writing. 

6 There is great potential for triangular cooperation at the border with inter- 
national cooperation being the missing link in developing the border space. 

7 Civil society actors at the local level could be more involved in communi- 
ties when it comes to discussions about the border. To some extent the 
Ministry of Justice, through AFRON, is working on this aspect of the 
problem. 


N 


Multilateral forums such as the South American Defense Council, part of 
UNASUR, have little interest in border security per se. In spite of the oppor- 
tunity in the region to broadly coordinate border management on security and 
trade, Brazil prefers to manage its border through country-specific agreements. 
This tends to limit the opportunities for a more strategic approach that would 
address the types of transnational issues that affect both Brazil and its neighbors. 
It does, however, give Brazil the ability to dominate the policy agenda through 
its large resource base. 

As the world's second largest cocaine consumer, Brazil has an interest in 
managing drug trafficking. Brazil should also be interested in protecting its 
homeland from becoming a global base for illicit transfers of arms. Building 
responsive capacity to address these challenges, both domestically in Brazil and 
internationally through targeted foreign assistance, aids in the prevention of 
conventional counter-trafficking and in better screening for weapons of mass 
destruction or related contraband, the irregular movement of people (terror- 
ists), and more widely in building efficiencies at border crossings that facilitate 
the enhanced movement of legitimate goods and persons. 

In sum, while Brazil may currently be an imperfect example of integrated 
counter-trafficking—much less of coordinated nonproliferation—its internal 
efforts to better integrate development objectives with security policies is envi- 
able and worthy of further examination by governments across the Global 
North who seek to press a nonproliferation agenda onto developing states of 
the South. 

Brazil is also a country where the notion of borders as RPGs is highly 
evolved and worthy of greater study. The fact that there are regional meetings 
and resources dedicated to addressing common problems, and consultation 
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with a multilateral actor, albeit a weak one (UNASUR), may reflect a growing 
trend in shared sovereignty. The increasing need for cross-regional infrastruc- 
ture, the expansion of connectivity in the region, and the deepening of trade 
relationships no longer makes the actual geographic barriers an excuse for 
Brazil’s policy makers to ignore its borders. In the process of making full use 
of open borders to enable greater public goods, Brazil has become much more 
engaged in recognizing the advantages it can gain by pursuing more integrated 
border policies in South America, both bilaterally and through multilateral 
organizations such as UNASUR and MERCOSUR. 

Finally, what may be overlooked in the case of Brazil is that the rise of 
UNASUR with its evolving creation of norms, procedures, and commissions 
may be creating other types of public goods akin to insurance. The crea- 
tion of regional mechanisms to discuss border issues should be considered 
a means of conflict prevention at the borders, one that adds great value by 
insuring that any protracted conflict with Brazil’s neighbors is highly unlikely 
(Dominguez 2000). 


New regionalism, competitive multilateralism, and 
regional integration 


South America’s rich history of support for multilateral organizations such as 
the OAS has given way to a new regionalism to create the strong foundation 
needed to use open borders as a mechanism for regional integration. UNASUR, 
the Community of Latin America and Caribbean States (CELAC), the part- 
trade, part-political arrangement that is MERCOSUR,’ and the newly created 
Pacific Alliance (PA) all create new demands on regional leaders that go well 
beyond national borders. These organizations have taken on the challenge of 
promoting regional dialogue among members, while also providing space for 
bilateral diplomacy.’ 

As Jorge Dominguez (2000) notes, the “relative insulation” of Latin 
America from the global economic system, due to factors both political and 
geographic, allowed for “Latin American governments [to] found [... | and 
foment [...] a multilayered international system.” Furthermore, these gov- 
ernments fostered the ideology “that countries from all the Americas should 
engage in conflict containment and conflict settlement wherever conflict 
emerged.” As early as the 20th century, South American nations permitted 
multilateral organizations to act as external conflict mediators between states. 
These factors, argues Dominguez (2000), allowed Latin America to create 
comparatively strong regional conflict mitigation institutions, and bolstered 
regionalism over globalism. 

Early conflicts arose from unresolved border disputes whose roots were 
deeply enmeshed in the economy and infrastructure of the region. From 1919 
to 1995 there were 51 border disputes in the Americas: 30 prior to 1945; 
6 after 1945; and 15 that remained active throughout this entire 76-year 
period. During that same timeframe, these territorial disputes increased the 
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risk of armed conflict between states. The Leticia Border Dispute was the 
earliest example of multilateralism as an effective peacekeeper and guard- 
ian of border management. It centered on a 20th-century territorial dispute 
between Colombia and Peru over a trapezoid of tropical jungle which con- 
nected Colombia to the Amazon River, the port of Leticia, and by extension 
to the South Atlantic. Leticia was founded by Peruvians in the 19th century 
but was ceded to Colombia in the 1922 Salomón-Lozano Treaty. In late 1932, 
an armed band of Peruvian civilians and soldiers (supposedly acting without 
Peruvian government approval) took Leticia and forced the Colombian resi- 
dents to flee. The League of Nations was asked to mediate with the support 
of Brazilian diplomats and eventually oversaw the peaceful return of the area 
to Colombian control. The process generated an interesting historical prec- 
edent: for the first time ever, soldiers wore the armband of an international 
organization (the League of Nations) as they performed peacekeeping duties. 
The soldiers were Colombian, and the use of the armbands was primarily a 
face-saving device to permit the Peruvians to leave without appearing to sub- 
mit to the Colombians. Nevertheless, the use of these 75 Colombian soldiers 
as international peacekeepers was an antecedent for UN peacekeeping several 
decades later (Minster 2016; Huth and Allee 2003, p.27). 

Similarly, there is a border dispute between Ecuador and Peru that dates 
back to the period of independence from Spain and has twice resulted in armed 
conflict between the two nations: once in 1828 and again in 1995 with the brief 
Cenepa War, whose end was brokered by four countries—Brazil, Argentina, 
Chile, and the United States. The creation of the multinational Military 
Observer Mission Ecuador-Peru (MOMEP) was yet another dimension of 
how regional security concerns had evolved so that the ultimate disposition of 
this border area became a source of regional military confidence building in the 
process of keeping the peace. On October 26, 1998, Ecuador and Peru signed 
a comprehensive peace accord establishing the framework for ending border 
disputes. Formal demarcation of these border regions started on May 13, 1999, 
and the agreement was ratified without opposition by both nations' congresses. 
Of the process, US President Bill Clinton said: "This signing marks the end 
of the last and longest-running source of armed international conflict in the 
Western hemisphere" (BBC News 1998). 

Another outcome of this conflict was the creation of an RPG between 
Ecuador and Peru that remains an example of how a security issue was trans- 
formed into a demonstration of the potential for cross-border integration. This 
RPG took the form of two officially established protected zones governed by 
the peace treaty between the two countries. These are the 2,540-hectare El 
Cóndor National Park in Ecuador and the 5,440-hectare Ecological Protection 
Area in Peru, in addition to which the Peruvian government established the 
Santiago-Comaina Reserved Zone, with a surface area of 1.64 million hec- 
tares. Conservationists commonly call these protected areas "peace parks." 
These actions created a space for cooperation between both countries and 
ultimately led to binational initiatives (Alcalde, Ponce, and Curonisy 2004). 
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Perhaps the most important joint conservation initiative in this region was the 
Peace and Binational Conservation in the Cordillera del Condor, Ecuador—Peru 
project, which was financed by the International Tropical Timber Organization 
(ITTO) and included governmental agencies, representatives from indigenous 
communities, and domestic and international NGOs. This project, which was 
developed between 2002 and 2004, stood out for its contribution to the peace 
agreement and overall biodiversity conservation. 

Other major regional players include the OAS, which was formed in 1948 
as a regional organization that reflected the security needs of the Cold War. 
Today it has been sidelined by other regional organizations, but still operates as 
a treaty-based organization with obligations by member states to respect sover- 
eignty in the face of transnational threats. Its strong adherence to the principles 
of sovereignty in an age of transnational challenges has been both its strength 
and its weakness. '° 

In South America, the 1947 Inter-American Treaty of Reciprocal Assistance, 
commonly known as the Rio Treaty, may be the first recognition of security 
as an RPG in the 20th century. The treaty was promoted by the United States 
in the lead-up to the Cold War, and propagated the notion of “hemispheric 
defense.” It stated that an attack against any signatory was considered an attack 
against all, and is credited with having made “a significant impact in preventing 
and resolving some conflicts in the region, both within and between states” 
(Serbin 2014). Although several countries have denounced the treaty, noting 
that it was a vestige of US imperial interests in the region," it still remains 
in force. Alternative regional security arrangements by the countries of the 
Bolivarian Alliance for the People of the Americas (ALBA)? have become an 
alternative to US-based security arrangements. Nevertheless, these new con- 
figurations still rely on the concept of collective security against threats arising 
from transnational problems. 

Ironically, it was the OAS that actually embraced a much broader definition 
of security with its Declaration of Multidimensional Security in 2003, three 
years before the UN noted that collective security could be invoked not only 
upon the invasion of one country by another, but also as a result of the exist- 
ence of transnational threats that respected no borders yet represented a threat 
to peace and security. This declaration recognized that the traditional military 
approach to security was not sufficient, and that security required the engage- 
ment of civil society and the private sector, and that events such as natural 
disasters also required collective action. 

The constitutive articles of UNASUR specify that among the threats the 
region would have to address was global drug trafficking; endemic corruption that 
eroded governance; trafficking in persons; arms trafficking; transnational organ- 
ized crime; terrorism; nonproliferation; ending landmines; countering terrorism; 
and strengthening regional cooperation on citizen security. Yet addressing these 
threats would be done with the exclusion of the United States and Canada. 

As mentioned above, UNASUR is the first regional institution in South 
America to explicitly raise the question of common currency and citizenship. At 
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the time of its founding, Brazil’s foreign minister, Celso Amorim, proclaimed, 
“UNASUR has given South America a face” (Nolte and Wehner 2012, p.10). 
The formation of a South American Defense Council as an organ of UNASUR 
engendered security cooperation and conflict resolution but was not created as a 
system of common defense. 

UNASUR has become the forum of choice in South America as a mediator 
for regional disputes. In 2010 it worked to resolved border tensions between 
Colombia and Venezuela and in 2009 it also negotiated the relocation of 
US military bases from Ecuador to Colombia. These actions have reinforced 
UNASUR'' ability to replace the OAS as a source for dialogue and mediation, 
thus changing the regional norms and preferences for dispute resolution going 
forward (Amorim 2010, p.229). 

However, the intention to create an open border policy has yet to be imple- 
mented. What has become apparent with the new multilateralism of South 
America is that there is a growing willingness to recognize the concept of 
shared sovereignty among members. This has laid a foundation for looking at 
groups like UNASUR to enable open borders as an RPG. It is an important 
first step in expanding the potential for greater collaboration around borders 
and economic development. 


Are open borders creating regional public goods? 


Estevadeordal et al. (2016) identify six main public good functions: natural 
resources, economic cooperation and integration, human and social develop- 
ment, governance and institutions, peace and security, and connectivity. Many 
of these functions require management across a country’s borders plus cross- 
border cooperation for their implementation. They suggest that the appropriate 
measure of cooperation for each of these functions is the number and quality of 
treaties between or among a group of countries. These provide the legal basis 
for the creation of RPGs. 

A review of the 16 agreements ratified among Brazil and its neighbors 
(Table 8.1) show that ten are bilateral and six are multilateral. All, how- 
ever, demonstrate a high level of engagement over a wide range of issues, 
underscoring the importance of breadth of public goods functions that these 
agreements cover. It would be a mistake to look at the history of agreements 
and think they were examples of Brazil’s unilateral security interests alone. 
These agreements are entry points to the creation of RPGs precisely because 
they promote greater peace and security for Brazil and its neighbors. 

When it comes to peace and security, “all nuclear related and military treaties 
are considered RPG cooperation” (Estevadeordal et al. 2016). One example of 
this is the highly successful implementation of the 1968 Treaty of Tlalteloco, 
ratified by most nations in South America, Mexico, and the Caribbean during 
the Cold War. The creation of a nuclear-free zone predates UNASUR, but 
the ongoing regional compliance with the Treaty of Tlalteloco supporting the 
nonproliferation of nuclear arms from Mexico to Patagonia is a clear example 
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of transnational needs trumping the older issue of national sovereignty. That 
this treaty remains in force and is a centerpiece of regional diplomacy speaks 
to the potential for other agreements that address other contemporary threats 
including climate change, environmental crimes, and illicit trafficking." 

Recent agreements between countries in South America around peace and 
security cooperation underscore the importance of cooperation through peace- 
keeper training and support for a South American Defense Council. While this 
initiative is still being formed, it has produced a new regional training school 
located at the UNASUR headquarters in Ecuador to teach regional defense 
doctrine to military and civilian national security experts. 

Cooperation within South America, particularly between Brazil and its ten 
neighbors, is also driven by economic incentives (resources, infrastructure, 
and connectivity). The announcement that Brazil and China would build a 
Trans-Pacific Railroad opens greater opportunities for Brazilian businesses to 
expand commerce with Asia by reducing transportation costs. Even with the 
current slowdown in China’s economy, the demand for Brazilian beef and 
other commodities will continue. This ambitious project will expand Brazil’s 
trade horizons toward the Pacific and will also open up access to Peru and 
other markets along South America’s Pacific coast (Stuenkel 2015). 

Some specific types of indicators come to mind that can help us understand 
this connection. In the case of natural resource cooperation, it is possible to 
measure cross-border cooperation for resource development and also whether 
some types of border disputes arise from the discovery of new high-value 
resources that rekindle old conflicts. Some types of energy production, espe- 
cially hydroelectric and wind power, devolve economic benefits to border 
states and can also help promote investment and growth. These agreements 
and projects can easily be measured.'* 

Similarly, economic cooperation can be measured by both cross-border 
trade statistics and by the number of regional and bilateral trade agreements that 
have been negotiated in support of greater regional integration. The grow- 
ing willingness of countries to cooperate around trade both regionally and 
subregionally again helps explain the salience of open borders as a basic RPG 
enabler. MERCOSUR and the more recent Pacific Alliance and Andean 
Cooperation Agreement are all examples of public goods created by countries 
looking beyond borders to develop greater trade and investment. 


Conclusions 


Whether borders have become an RPG in South America depends on where 
you sit. Trends in multilateral organizations to consider open borders are a first 
step toward regional integration. Moreover, in spite of rhetoric to the contrary, 
many of South America’s states are demonstrating that shared sovereignty is 
an essential factor in managing threats that arise from the environment and 
public health. What limits the concept of borders as RPGs is the way South 
American states balance their own security interests, especially with respect 
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to ungoverned spaces, with the broader needs of creating common strategies 
that protect all nations against the rising transnational criminality that can eas- 
ily undermine economic gains.'* If open borders are to enable a wide range of 
other public goods, then a greater push to harmonize laws, especially in twin 
cities, must become a priority. The same can be said for creating migration 
policies that are both humane and respectful of national economic and social 
integration needs. 

While South American leaders had looked to Europe as a model for open 
borders, the current migration and refugee crisis has actually challenged the 
successful 1995 Schengen agreement. Both Germany and France suspended 
their open border policy. Public opinion has turned against this vision of inte- 
gration in part because of the overwhelming flow of refugees from Syria and 
elsewhere into Europe since the fall of 2015 (Traynor 2016). If South America 
is to move toward a European model of open borders it must also be mindful 
of the potential for things going awry. UNASUR’s 2015 proposal to create 
a South American passport and to provide region-wide academic credentials 
is just that. It will not get to the bigger question of how regional governance 
over migrant populations will evolve in the years to come. Yet at the July 2016 
UNASUR meeting of the Bureau on Regional Mechanisms for Integration, 
efforts were being made to consolidate a regional identity through the pro- 
gressive recognition of the rights of citizens of one member state in any other 
member state.'° The expansion of regional multilateralism in the hemisphere, 
especially through UNASUR, is significant, but remains untested in terms 
of managing transnational threats to peace and security with the exception 
of proliferation of nuclear materials. Traditional multilateralism, organizations 
whose charters are binding and have international legal consequences—that is, 
the OAS and UN—are still more important in terms of developing policies 
that have the force of law when it comes to border management. The rise of 
the South American Defense Council and the various bilateral commissions in 
Brazil represent more localized forms of governance that may also yield new 
rules that may be easier and faster to implement. But the ability to enforce these 
new agreements is still in question. Whether the nations of South America are 
willing to work with the older charter organizations to guide policy on a wide 
range of cross-border issues moving forward is a cause for concern. This com- 
petitive multilateralism also has deeper implications for border management 
and regional policies in the long run. 

Open borders should be thought of as a threshold issue for the creation of 
RPGs. While South America is a relatively peaceful zone, it is still a region 
faced with many transnational threats that impact security, development, and 
governance. Reliance on a regional power like Brazil to set the agenda for 
using open borders to generate other public goods is very much a work in 
progress. Yet Brazil’s experience provides both positive and negative lessons 
for how greater openness and shared sovereignty might lead to greater regional 
economic integration, increased access to knowledge, connectivity, and more 
stable and reliable governance. 
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Notes 


1 


10 


11 


12 


13 


The Treaty of Madrid, 1750, between the crowns of Spain and Portugal, estab- 
lished a form of Pax Americana after both countries fought a war over Portuguese 
incursions into Spanish colonial territory, specifically che Banda Oriental, most 
of which constitutes present-day Uruguay. Spain ceded much of its land to 
Portugal. 

An example of this type of policy coordination is taking place in Brazil in its 
work with other neighboring states through its Commission on Macro-R egional 
Integration, as confirmed in an interview with the coordinator of macro-regional 
programs from Brazil's Ministry of National Integration (Bastos Peixoto 2014). 

See Organization of American States website on the Secretariat for Multidimensional 
Security www.oas.org/en/sms/sms secretaria.asp and its "Declaration of Security 
in the Americas" (Organization of American States 2003). 

The Schengen Agreement, a core principle of European regional unity, is under 
assault today because of the refugee crisis, which is testing the limits of the principle 
of open borders. Yet the Schengen Agreement has always contained an exception in 
times of national emergency for countries to limit free movement. Only time will 
tell whether the EU will be able to retain the Schengen principles if refugee flows 
and provision for the displaced are not resolved (Smale and Eddy 2015). 
UNASUR was founded in 2008 and consists of 12 South American member 
states: Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Guyana, Paraguay, Peru, 
Suriname, Uruguay, and Venezuela. 

French Guyana is an overseas territory of France and is thus not recognized as a 
country. 

See Kacowicz (2012), who describes the necessary conditions for a safe haven as 
being "specific geographical features, weak governance, a history of corruption and 
violence, and poverty and inequality.” 

The creation of MERCOSUR in 1992 was seen as a means of reducing the rivalry 
between Argentina and Brazil, although the other members, Uruguay and Paraguay, 
were also beneficiaries of this new common market arrangement. 

See Trinkunas, Jaskoski, and Sotomayor (2012) for a comprehensive discussion of 
border issues in the Americas. 

While this paper does not address the role of the OAS, it is clear from recent history 
that some efforts, such as the creation of the Democratic Charter in 2001, actually 
were headed toward recognition of a more reduced emphasis on sovereignty as it 
related to good governance. The charter, signed on September 11 2001, came at 
time when there was great emphasis on the need for collective action against not 
only threats to democracy in the hemisphere, but against nonstate actors attacking 
sovereign nations. The implication was that there was a sense of shared sovereignty in 
light of external events, but it was considered by many of the countries to be some- 
thing that the USA could impose in the face of external transnational threats. This 
aspect of the charter was ultimately its less effective link to civil society organizations 
as well as to certain regional governments. 

Nicaragua denounced the Rio Treaty on September 20 2012; Bolivia on October 
17 2012;Venezuela on May 14 2013; and Ecuador on February 19 2014. 

The ALBA countries are Antigua and Barbuda, Bolivia, Cuba, Dominica, Ecuador, 
Grenada, Nicaragua, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the 
Grenadines, and Venezuela. 

See “Treaty for the Prohibition of Nuclear Weapons in Latin America,” International 
Atomic Energy Agency. https://www.iaea.org/publications/documents/treaties/ 
treaty-prohibition-nuclear-weapons-latin-america-tlatelolco-treaty 
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14 It should also be noted that the recent Venezuela-Guyana dispute over a border ter- 
ritory that contains potentially important oil deposits is an example of how conflict 
may arise over these types of territorial boundary issues go unresolved. See Miroff 
(2015). 

15 The World Economic Forum' Open Borders Index, www.worldatlas.com/articles/ 
top-50-countries-on-the-open-border-index.html, noted that only Chile and Costa 
Rica were among the most open in terms of migration and trade. El Salvador at 61 
is also of note. More importantly all three of these countries are inside the top ten 
for the market access pillar. 

16 See www.unasursg.org/en/node/844 
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9 Advancing digitization as a 
regional public good 


Kati Suominen 


Introduction 


International trade is a regional and global public good with significant 
development benefits. Studies show that international cooperation in trade, 
such as the formation of regional trade agreements and harmonization of 
policies, leads to increased regional trade flows, which in turn advance 
economic growth and development within regional economies through 
various mechanisms, such as an increased variety of products, lower prices 
for consumers and companies, the expansion of scale economies and pro- 
ductivity, and job creation among firms engaging in international trade. 

What is more, when carried out in the spirit of open regionalism, increased 
regional economic activity has been shown to bring positive externalities for 
nonregional economies, due to the increased demand for goods and services in 
the regional market —the European Union (EU), for example, has benefited 
from the North American Free Trade Agreement (NAFTA), just as China is 
poised to benefit from the Transatlantic Trade and Investment Partnership 
(TTIP). The literature has also found that in many countries, regional trade 
cooperation has brought countries together to negotiate trade agreements and 
consolidate pro-trade business lobbies, paving the way to global, multilateral 
liberalization and trade. 

However, while hugely beneficial, existing regional and global coopera- 
tion has yet to be aligned with the dramatic changes in the global economy 
and trade spurred on by digitization. New disruptive technologies—the cloud, 
e-commerce, 3D printing, big data, the Internet of Everything, virtual cur- 
rencies, and other digital technologies—are revolutionizing the economics 
of global production and trade. In this way, they are opening up great new 
opportunities for even the smallest businesses and solo entrepreneurs to make, 
market, and move products; to scale their businesses at lower cost; and to 
reduce waste and slack. These technologies put the consumer rather than giant 
retail chains behind the wheel of globalization, expanding access to a wide 
variety of products and reducing costs. As such, emerging technologies are 
the 21st-century equivalent of steam engines and containers: they dramatically 
expand the possibilities of trade to generate economic growth. 
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'These changes are not automatic, however. The Internet has been successful 
thanks to multilateral, multi-stakeholder dialogues that created the basis from 
which market forces have been able to spread the Web. However, today’s 
governments face two key challenges in translating digitization into trade, 
economic development, and inclusive growth: (1) most people and compa- 
nies have yet to use the Internet regularly, let alone to do so to gain new 
economic opportunities; and (2) even the companies and consumers that do 
operate online have yet to fully leverage the Internet and other digital tech- 
nologies when they do become available to add new value to products and 
services—such as by streamlining operations, developing new solutions, and 
making transactions easier and more efficient, including across borders. 

Numerous obstacles stand in the way of these two goals. Some are national 
policy and regulatory barriers in terms of data flows and e-commerce, trade 
in digital products and services, and government procurement of IT services. 
Others are disparate national standards, such as different mobile spectra, that 
result in frictions and welfare losses. Still others involve inadequate investments 
in digitization. The purpose of this chapter is to propose ways for countries to 
overcome these obstacles through regional action with their neighbors. 

Some might argue that this focus is redundant—that regional action 1s less 
relevant as the world becomes digital. Conceived as a global highway for the 
21st century, the Internet spans the globe. Likewise, many companies today 
are fully global, and more and more consumers buy goods and services online 
from abroad, often from sellers in entirely different regions. Empirical evidence 
indicates that geographic distance or a common language are less relevant in 
determining the direction of e-commerce than that of traditional trade. As 
such, it could be said that multilateralism, not regionalism, is essential in the 
global digital economy—and also that business interests will call for multilateral 
action. Furthermore, it is perfectly reasonable to assert that it is national and not 
regional action that is critical for success in the global digital economy: Estonia, 
Korea, Finland, Singapore, Israel, and some other economies have become 
digital powerhouses not because they collaborated with their neighbors, but 
because they put domestic policies in place to systematically invest in digitiza- 
tion and have a workforce able to take advantage of new technologies. 

At the same time, regional action can complement national and global 
policies in two ways: 


e Creation of regional digital scale economies. Regions that are fragmented 
by barriers to the movement of digital goods and services and that lack 
common interconnection points, interoperable payment networks, fluid 
cross-border data flows, harmonized mobile spectra, or interoperable 
Internet laws are not in a position to create the scale economies that have 
allowed such digital markets such as the United States and China to birth 
global companies like Facebook, Google, and Alibaba. Common regional 
regulatory and policy frameworks in such areas as privacy, consumer 
protection, and cybersecurity help lower operating costs for companies 
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across regional markets and also incentivize investment and the creation 
of start-ups. The EU is currently taking steps toward a single European 
digital market precisely by harmonizing national regulatory frameworks. 
Regionalized digital markets can also stimulate new efficiencies, such as by 
forcing consolidation among national operators. 

e Spurring regional digital trade and e-commerce. E-commerce is about 
digital marketing and sales and the online purchasing of mostly physical 
products that then need to be shipped to the end consumer, who often 
resides in another country. Most companies that sell online also export. 
Often involving shipments of small parcels that are highly sensitive to the 
fixed costs of shipping and delivery, e-commerce requires world-class 
transport infrastructure, fluid customs procedures, and efficient logis- 
tics. In addition, given that many actual and prospective participants in 
e-commerce are small businesses and even solo entrepreneurs with lim- 
ited capacities for complying with complex trade rules, there is a growing 
need for new, simplified trade compliance systems. Individual regions can 
be useful laboratories for such improvements, especially given that, on 
the one hand, countries within key regions have often achieved simi- 
lar levels of development and sophistication in these areas, and, on the 
other, that most regions have carried out extensive work over the last few 
decades to catalyze “regular” (i.e. nonelectronic) intraregional trade. The 
Asia-Pacific Economic Cooperation forum (APEC) and the Association 
of Southeast Asian Nations (ASEAN) have long cooperated precisely to 
catalyze intraregional e-commerce. 


This chapter will propose new regional strategies to drive digital scale econo- 
mies and regional e-commerce. The chapter is organized as follows. Section 2 
reviews the impact of digitization on growth and trade. Section 3 analyzes the 
state of digitization in different world regions and the extent of digital flows 
(including data flows and e-commerce) within different regions. Section 4 puts 
forth strategies and policies for action, while Section 5 contains conclusions. 


Digitization as a driver for growth 


Digitization drives economic growth and productivity in a number of ways: 
directly, through the production of ICT goods and services; and indirectly, 
through the reorganization of the ways goods and services are created and 
distributed as well as through employment gains in digital industries and new 
digital applications that help consumers and companies cut costs, establish their 
business, and engage in trade (Pepper and Garrity 2015). Digitization can be 
measured in many ways—the most commonly used proxies, Internet usage and 
broadband penetration, have been found to reflect significant boosts in trade, 
growth, and productivity. 

For example, Riker (2014) finds that growth in broadband use between 2000 
and 2011 increased a country’s trade-to-GDP ratio by 4.2% on average, with 
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much larger effects in high-income countries (a 10.2% increase on average) than 
in developing countries (a 1.7% increase on average). Assuming that broadband 
adoption continues to increase, Riker calculates that the trade-to-GDP ratio 
will increase by an additional 6.9% on average in high-income countries and 
by an additional 1.7% on average in developing countries. According to a US 
International Trade Commission study (USITC 2013), the Internet has been 
found to reduce trade costs for US imports and exports of digitally intensive 
goods and services by 26% on average. Also many other scholars such as Vemuri 
and Siddiqi (2009), Choi (2010), and Liu and Nath (2013) have found the 
Internet to boost trade. 

Connectivity also spurs on macroeconomic growth. Manyika et al. (2013) 
find that in 2004-2009, the Internet contributed 10% or more to total GDP 
growth in Brazil, China, and India, and this effect has accelerated. Scott (2012), 
who analyzed the effect of fixed telephony, mobile telephony, Internet use, 
and broadband use on economic growth between 1980 and 2011 across 86 
countries, shows that a 10% increase in fixed broadband penetration results 
in a 1.35% increase in GDP growth in developing countries and a 1.19% 
increase in developed economies. Deloitte (2012) shows that doubling mobile 
broadband data use leads to a 0.5% increase in GDP per capita growth rates. 
Jordan and De Leon (2011) and Mack and Faggian (2013) argue broadband 
has become a crucial component of national infrastructure similarly to how 
railroads, roads, and electricity have driven development to date. 

It is, of course, lamentable that some 90% of the population in low-income 
countries and over 60% globally are not online yet, and that even fewer people 
have broadband. At the same time, it can be argued that the best of digitization 
is yet to come. For example, to date, the annual economic value generated by 
the Internet is US$1,488 per capita in developed countries, but only US$119 
per capita in developing economies (Nottebohm et al. 2012). 

As new Internet-based technologies grow more ubiquitous, these gains 
can be expected to increase further. For example, new technologies enable 
companies to make, market, and move products and services at lower costs 
and tap new scale economies. They expand economic participation, enabling 
the more marginal participants in the global economy—garage entrepreneurs, 
small businesses, and individuals from all walks of life—to establish their busi- 
ness, become exporters, and even grow into mini-multinationals running their 
own supply chains. New technologies also spur growth by enabling consumers 
and companies to access a wider variety of products and services at lower costs 
while also reducing search costs. Concrete examples that reflect these notions 
include the following: 


° 3D printing. With software guiding the printing process, 3D printing revo- 
lutionizes manufacturing. It enables items to be made as needed, and made 
differently without any retooling, leading to savings of as much as 25-50% in 
component costs. For example, the 130-strong firm ClearCorrect, a maker of 
invisible orthodontic aligners based in Houston, was previously able to make 
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only one set of aligners at a time before resetting its expensive machinery, 
which also often broke down (Pullen 2013). Using 3D printing, the com- 
pany manufactures batches of 60-70 models at a time, taking five minutes 
to make each one as opposed to the 13 minutes using the previous pro- 
cess. McKinsey calculates that 3D printing could generate US$230-US$550 
billion in economic gains per year by 2025, most of them for consumers 
(Cohen, Sargeant, and Somers 2014). 

Big data. Big data has expanded drastically, enabling companies to identify 
high-quality suppliers, mitigate supply chain shocks, and streamline logistics. 
For example, the mining giant Rio Tinto taps data from its trucks, drills, 
process surveillance cameras, control systems, and maintenance system logs 
from its mines around the planet 100 milliseconds after the data is live. By 
analyzing this data in Brisbane, Australia, the company is able to cut opera- 
tional costs and improve the safety and environmental performance of its 
mines in real time, benefiting employees, host economies, and customers. 
Radio frequency identification (RFID) and logistics. DHL and Nike have 
partnered in Brazil to monitor products at every stage of the warehousing 
and distribution process through RFID systems that broadcast a signal with 
information about the product and its location. This enables the companies 
to monitor workflow in distribution centers and make improvements in 
real time. By shifting to RFID, Walmart has saved 7.5% on labor costs in 
warehouses and up to 40% in regional distribution centers (Pisello 2006). 
E-commerce. E-commerce enables consumers and businesses to gain 
access to a wider variety of products and compare prices and facilitates 
exporting for businesses of all sizes. For example, on surveying 3,250 
SMEs in nine developing countries (Brazil, China, India, Kenya, Mexico, 
South Africa, South Korea, Turkey, and Ukraine) and two advanced 
economies (France and Sweden), the Boston Consulting Group found 
that SMEs that are heavy Web users are almost 50% likelier to sell prod- 
ucts and services outside of their immediate region and 63% likelier to 
source products and services from farther afield than light or medium 
Web users—in other words, the Internet enables them to shop around for 
the best deal (Figures 9.1 and 9.2) (Zwillenberg, Field, and Dean 2014). 
Likewise, eBay data indicates that most eBay sellers export—a stark con- 
trast to brick-and-mortar sellers. For example, in Chile 100% of sellers on 
eBay export, while only 18% of offline firms are exporters; in addition, 
online sellers reach 28 different world markets, as opposed to the one to 
two markets of traditional offline exporters (Figure 9.3). 

Virtual currencies. Bitcoin has unlocked international peer-to-peer micro- 
transactions that previously might never have been made due to elevated 
fixed costs. While PayPal is much cheaper than banks for international 
transactions, it still charges a 3.9% transaction fee plus a fixed fee based 
on currency received, in addition to hidden currency conversion fees. In 
contrast, Bitcoin costs less than 1% regardless of how far apart the buyer 
and seller are. 
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Figure 9.1 SMEs' Sales Reach by Market, by Level of Web Use. 
Source: Zwillenberg, Field, and Dean (2014). 
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Figure 9.2 SMEs’ Purchasing Reach by Market, by Level of Web Use. 
Source: Zwillenberg, Field, and Dean (2014). 
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Figure 9.3 Export Participation and Performance of Chilean Technology-Enabled 
SMEs vs. Traditional SMEs, 2013. 


Source: eBay (2013). 


The state of digitization in world regions 


Cloud- and web-based digital technologies and data flows dramatically expand 
the opportunities for trade and welfare gains. What, then, is the state of digiti- 
zation in different world regions? How interconnected are the countries within 
specific regions, and how extensive are intraregional cross-border digital flows 
and trade? The following sections examine these two questions in turn, with 
an eye to generating regional policy recommendations. 


How digitized is the world? 


Figure 9.4 shows the results of the World Economic Forum’s networked readi- 
ness index for different regions, which encompasses dozens of digital economy 
indicators. African economies are the least digitized, followed by Latin America 
and Asia. In most regions, the spread between the top and bottom performers 
is not exceedingly wide; however, in Southeast Asia there is a vast gap between 
Singapore and Myanmar, and in the Middle East between Israel and Yemen. 
A number of enabling factors drive these results, of which the key ones are: 


e Internet access. Many regions lag sorely behind advanced economies in 
Internet connectivity. Even though mobile phones have spread explosively 
across the world, Internet penetration and broadband use rates are still very 
low. For example, fewer than 50% of Latin Americans use the Internet 
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Figure 9.4 Networked Readiness Index in 2015, by Subregion. 


Source: Author, based on World Economic Forum data. 


(Figure 9.5). While this is more than twice the levels for 2004, it still trails 


behind Internet use rates in advanced markets. Barely over 10% of people 
in developing regions have fixed broadband (Figure 9.6). In Africa, this 


problem affects all countries; in Latin America, countries such as Barbados, 


Mexico, and Uruguay are doing much better than their neighbors, which 
tend to be at the level of the least connected African and Asian economies. 
In regions such as Southeast Asia and Eastern Europe, countries such as 
Korea and Estonia are among the world’s most fully subscribed broadband 


users, while in these same regions, Mongolia and Ukraine score poorly. 


e Cost of access. Low rates of broadband penetration are partly due to high 
broadband tariffs. Although, globally speaking, incomes are rising and 
Internet access prices are falling, the cost of connectivity can be excessive 
to low-income people, who by necessity prioritize food, shelter, clean 
water, and energy. According to McKinsey (2014), in the 20 countries 
with the largest number of people offline, low-income individuals account 
for 50% of the offline population, who together represent 1.6 billion peo- 
ple. Broadband penetration grows rapidly only when the retail price for 
this service falls below 3% to 5% of the average monthly income for that 
country (ITU, cited in Rogy 2014). Today, the price of mobile broadband 
stands at an average 9% of income in the poorer parts of the Middle East 
and North Africa; in some of these economies, mobile broadband costs 


more than 40% of disposable income for the poorest. 
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Figure 9.5 Internet Users (per 100 People) in 2000—2013, by Region. 
Source: World Bank's World Development Indicators. 


e Adoption and usage by companies and consumers. Adoption by firms and 

consumers is critical to the success of the digital economy. Again, many 
African and Asian economies fall far behind the best performers in their 
subregions (Figure 9.7). However, firms around the world have yet to 
adopt e-commerce as a growth driver. Even though many companies use 
email, most still do not have their own websites, let alone capabilities for 
potential buyers to order online (Figure 9.8).! Several emerging markets 
in such regions as Southeast Asia and the Southern Cone in Latin America 
that have relatively good ICT infrastructures and Internet connectivity 
still struggle to translate their connectedness into economic and social 
gains (Figure 9.9). 
Assuming that e-business intensity (the extent to which the Internet is 
integrated into processes within companies) grows as firms adopt digital 
capabilities (such as using the Internet for internal emails, online banking, 
and setting up websites with an online store), productivity also surges. One 
analysis of Asian economies suggests that productivity increases linearly as 
e-business intensity increases, reaching 10% in services and 5% in man- 
ufacturing when intensity reaches 10096 (Boston Consulting Group and 
GSMA 2012). This omits network effects and spillovers, which can be very 
significant. These findings suggest that there are a number of barriers such 
as low e-literacy rates, low firm resource bases, low capacities for adopting 
and absorbing new technologies, and, in the area of e-commerce, obstacles 
such as poor e-payment systems, and a lack of e-commerce logistics. 
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Figure 9.8 Percentage of Firms Using Email and Websites in 2015, by Region. 


Source: World Bank's Enterprise Surveys. 
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Figure 9.9 ICT Infrastructure and Economic and Social Impacts from ICT in 2015, 


Selected Regions. 


Source: Author, based on World Economic Forum data. 
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Regional digital trade and economies 


How connected are countries to their neighbors digitally? Are there regional 
digital markets, or are digital flows more global and interregional? 

One way to get at this question is to analyze global IP traffic, which has 
increased fivefold over the past five years and will increase threefold over the 
next five. According to Cisco, annual global IP traffic will pass the zettabyte 
(1,000 exabytes) mark by the end of 2016, reaching 2 zettabytes per year by 
2019. This is a compound annual growth rate of 23% in 2014—2019—equiva- 
lent to 142 million people streaming Internet HD videos simultaneously, all 
day, every day in 2019. By 2019, global Internet traffic will be 66 times the 
volume of the entire global Internet in 2005. IP traffic is currently growing 
fastest in the Middle East and Africa, followed by Asia Pacific (Figure 9.10).? 

Another measure of the digitization of the world economy is e-commerce. 
With individuals and businesses of all sizes increasingly engaging in cross-border 
trade by selling goods and services online, e-commerce is growing explosively 
around the world. Globally, business-to-consumer (B2C) transactions alone 
are expected to soar from US$1.5 trillion in 2014 to US$2.4 trillion in 2017 
(Figure 9.11). This is approximately 1096 of all e-commerce—while data on 
business-to-business (B2B) transactions is limited, these are estimated to make 
up some 9096 of e-commerce. 

'The Asia Pacific is the world's leading e-commerce market: transactions in 
the region have been growing at an annual average of 50% between 2012 and 
2017 in the region to make up nearly half of all global e-commerce transac- 
tions. The greatest growth is in China, where cross-border transactions are 
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Figure 9.10 IP Traffic in Exabytes per Month by 2019 and CAGR Growth for 
2015-2019, by Region. 


Source: Cisco. 
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Figure 9.11 Global B2C E-Commerce Marketplace in 2012-2017 (in Billions of 
US$), by Region. 


Source: eMarketer. 


expected to make up an estimated US$160 billion in 2018, up from US$43 
billion in 2013. China is also the leading e-commerce consumer market: 
according to the Boston Consulting Group (2012), in 2015 China would have 
700 million Internet users, almost twice as many as the United States and Japan 
combined. Cross-border transactions are an important part of e-commerce: 
in the six main e-commerce markets—United States, UK, Germany, Brazil, 
China, and Australia—cross-border e-commerce makes up an average of 1696 
of all e-commerce transactions (PayPal 2014).? 

How regional, then, are data and e-commerce? Different sources suggest that 
intraregional flows are an increasingly important part of global flows (Figures 
9.12-9.15). For example, a 2012 report on Internet traffic showed that most 
European bandwidth is used to connect European countries to each other; the 
proportion connecting the region with the United States and Canada fell from 
30% in 1999 to about 1596 in 2011. Similarly, in Asia 9096 of broadband traf- 
fic in 1999 was with the United States and only about 7% was to other Asian 
countries, but this figure had increased to 3096 by 2011. 

Africa connects increasingly to Europe, and only 296 of its flow is within 
the region. Likewise, most of Latin America's bandwidth is for traffic with the 
United States, and only 15% is within Latin America." This is caused by a lack 
of liberalization in regional connectivity that diverts traffic via major IXPs in 
Europe or the United States. It could, however, be expected that as Internet 
connectivity expands in the developing world and economic activity grows, 
intraregional connections will become a stronger element of global flows. 
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Figure 9.12 International Internet Bandwidth from European Countries, by Region. 


Source: Kende (2012). 


100% 4 
zl. 


90% 4 
80% 4 
70% 4 
60% 4 
50% 4 
40% 4 
30% 4 
20% 4 
10% 4 


0% 


T T T T T T T T T T 
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 


L-] US&Canada Ez] Europe HB Asia 
ENS Latin America IN Africa 


Figure 9.13 International Internet Bandwidth from Asian Countries, by Region. 


Source: Kende (2012). 
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Figure 9.14 International Internet Bandwidth from African Countries, by Region. 
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Figure 9.16 Direction of Small Parcel Shipment in 2011 and 2014, by Exporting 


Region. 
Source: UNCTAD. 
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Within e-commerce, intraregional cross-border activity 1s still in its infancy. 
Most global B2C e-commerce is between advanced economies (Figure 9.16). 


However, intraregional e-commerce is growing, especially within Asia. 


As the 4 billion people that have yet to connect to the web log on over 
the next 10—15 years, the prospects for digital flows will expand dramatically. 
Yet this potential increase will remain unrealized—as will the trade and shared 
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prosperity it would create—unless many obstacles are removed. Some of these 
specific hurdles include: 


e Regional fiber optic cables. Africa is struggling to create a sufficiently large 
network of fiber optic cables, the least expensive and highest capacity 
form of transmitting telephone, Internet, and other data traffic. Access to 
the global network of submarine cables is today’s equivalent of access to 
sea lanes for landlocked countries, and rates are low in Africa, especially 
for landlocked countries. The African Development Bank estimates that 
continental fiber optic submarine cables could reduce Internet and inter- 
national call charges by 50% (African Development Bank 2010). 

e Regional IXPs. Regions such as Africa and Latin America have yet to cre- 
ate regional Internet Exchange Points (IX bs), facilities where all Internet 
players can interconnect directly with each other. IXPs have played a 
key role in the development of advanced Internet ecosystems in North 
America, Europe, and Asia, improving the quality of service and reduc- 
ing transmission costs (World Economic Forum 2014). In Latin America, 
the lack of IXPs means that much of the intraregional Internet traffic is 
rerouted via the United States, a cost of US$2 billion in inefficiencies 
that is passed on to Latin American consumers (Andean Development 
Corporation 2014). Overall, transit costs could be reduced by 33%. There 
are similar opportunities for Africa. 

e Regional mobile spectra. Mobile phones are the stores and shopping malls 
for 21st-century consumers. Yet there are frictions in this area: Europe, 
Asia, and Latin America struggle with divergent mobile spectra. Likewise, 
3G and 4G networks operate on different spectrum bands in different 
countries or in regions within a country—today, 4G networks operate 
on more than 40 spectrum bands around the world (World Economic 
Forum 2014). While the United States and China have created a single 
internal spectrum, the EU has not, which limits regional scale economies 
and opportunities for the creation of EU-based digital businesses of the 
scale of, say, Alibaba or Facebook (World Economic Forum 2014). In the 
Asia Pacific, countries could unlock up to US$1 trillion in GDP growth 
by 2020 through the harmonized adoption of the 700 MHz spectrum band 
for mobile services (GSMA and the Boston Consulting Group 2012). 

e Internet and e-commerce legislation. For regional e-commerce markets 
to blossom, it is useful for there to be common laws on e-transactions, 
consumer protection, privacy, and cybercrime. Adoption of such laws is 
lacking in East and Middle Africa, and Oceania, while it is much more 
comprehensive in advanced economies and Latin America (Table 9.1). 
Implementation of laws tends to be weak in these regions, often due to 
lack of domain expertise among law enforcement officials and courts 
(UNCTAD 2015). In Europe, mismatches in national regulations and 
laws have impeded a single digital market: today, only 15% of EU citizens 
make online purchases from sellers in another EU country, and only 796 
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Table 9.1 Laws Related to E-commerce in 2015, by Subregion 


Countries E-transaction Consumer Privacy and Cybercrime 
(number) laws (%) protection data protection laws (%) 
laws (%) laws (%) 


Developed economies 42 97.6 85.7 97.6 83.3 
Developing economies 

Africa 54 46.3 33.3 38.9 40.7 
Eastern Africa 18 38.9 16.7 27.8 50 
Middle Africa 9 22.2 22.2 22.2 14, 
Northern Africa 6 83.3 33.3 50 66.7 
Southern Africa 5 60 40 20 40 
Western Africa 16 50 56.3 62.5 37.5 
Asia and Oceania 48 72.9 37.5 29.2 56.3 
Eastern Asia 4 75 50 25 50 
South-Eastern Asia 11 81.8 81.8 54.5 72.7 
Southern Asia 9 77.8 22.2 44.4 66.7 
Western Asia 12 91.7 33.3 25 58.3 
Oceania 12 41.7 8.3 0 33.3 
Latin America and 33 81.8 54.5 48.5 63.6 

the Caribbean 

Central America 8 75 87.5 37.5 37.5 
South America 12 83.3 75 66.7 45 
Caribbean 13 84.6 15.4 38.5 69.2 
Transition economies 17 100 11.8 88.2 70.6 
All economies 194 74.7 47.4 55.2 60.3 


Source: Information Economy Report 2015, UNCTAD. 


of SMEs make cross-border sales. Laws pertinent to ICTs in more general 
terms have been adopted less in Latin America; Central Africa and select 
economies in Africa, Asia, and Latin America also lack legal frameworks 
(Figure 9.17). 

E-commerce logistics. In the world of e-commerce where transactions 
involve millions of small, individual parcels, each with a customized path 
and delivery, logistics are much more complex than in traditional retail. 
Warehousing, too, is more demanding: e-commerce warehouses need 
to handle order fulfilment, sorting, distribution, and returns. African and 
Latin American economies have relatively long parcel shipping times both 
as exporters and as importers. For example, in both regions, it takes over 
twice as long to ship intraregionally (about 20 and 23 days, respectively) as 
it takes to ship among advanced economies (about 9 days). This adds to the 
cost at the point of sale and to overall unpredictability, which can become 
cost prohibitive for small shipments. 

Barriers to data flows. Cross-border data flows are critical if companies 
that manufacture and export are to access digital goods and digital sup- 
port services—such as logistics, online services, retail, distribution, finance, 
and professional services—at competitive prices. However, new barriers 
to this are being created, such as forced localization of data and servers and 
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Source: United Transportation Union (UTU). 


stringent data privacy rules (Bauer et al. 2014). According to the think tank 
ECIPE, data localization and privacy requirements that discriminate against 
foreign data suppliers and downstream goods and services providers could 
cost 0.2%—1.7% of national GDPs: specifically, —0.2% in Brazil; 71.196 in 
China; —0.4% in the EU; —0.1% in India; —0.596 in Indonesia; —0.496 in 
Korea; and —1.796 in Vietnam.’ 

Trade compliance costs. Surveys show that developing country com- 
panies struggle with customs procedures and trade compliance; 
furthermore, SMEs' trade compliance capacities are poor, even in 
advanced economies such as the United States. While the costs of non- 
compliance can include both lost sales and hefty fines, the fixed costs 
that individuals and small businesses must face in order to meet com- 
plex customs regulations risk canceling out the profit they earn from 
shipping a small parcel. Trusted Trader programs and other similar ini- 
tiatives that aim to fast-track participating companies’ exports through 
customs are much too elaborate for microbusinesses and individuals. 
Meanwhile, de minimis levels (a ceiling on the value or weight of cross- 
border shipments below which customs clearance procedures can be 
simplified and fast-tracked) are still very low in most countries, such as 
only US$200 in the United States. 
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e Interoperable payments. Fluid and interoperable payment systems are 
critical for companies selling goods and services online. Interoperability is 
often a challenge in cross-border or cross-regional payments, especially in 
Africa and Latin America. However, there has been progress at national 
levels: for example, Brazil has created uniform standards for mobile pay- 
ments so as to promote domestic interoperability. 


These issues and challenges call for new approaches. The next section turns to 
possible lines of action regionally and globally. 


Regional cooperation in digitization 


The Internet has succeeded because of multilateral, multi-stakeholder forums 
that have guided its governance. The expansion of Internet infrastructure has 
largely been driven by market forces. Today, however, governments around 
the world face the challenge of broadening access to the Internet and digital 
technologies and translating this access into usage by consumers and compa- 
nies and, further, into trade, economic development, and growth. Regional 
solutions help lower costs for all economies, expand scale economies, and tap 
latent markets, and thus can and should be part of governments' policy toolkits. 
There are grounds for concerted regional action: the countries within particu- 
lar regions tend to be at similar levels of digitization and share similar problems 
that could lead to common regulations and connected infrastructures. This is 
especially true in Africa and Latin America. 

In turn, the integration of regional digital marketplaces could enable coun- 
tries to deepen their cooperation—including in many nontrade areas such 
as joint development of regional products and services, as well as in terms 
of further regional harmonization and liberalization pertinent to the digital 
economy, such as in IP protections, nontariff barriers, competition and pro- 
curement policies, cyberspace security, and so on. In addition, the expansion of 
intraregional opportunities for digital trade could build up pressure in support 
of domestic reforms, such as for more competitive service provision. 

The following points lay out exactly how this could take place and also 
discuss existing and emerging global practices. 


Policy and regulatory liberalization and harmonization 


E-commerce and digital trade policy issues are being addressed multilaterally in 
different ways, via the WTO's Council on Trade in Services, the Information 
Technology Agreement (ITA), and the Trade in Services Agreement (TiSA). 
However, concrete progress has come mostly through EU and US free trade 
agreements, which now include chapters on e-commerce. The Trans-Pacific 
Partnership (TPP) and the TTIP also are addressing e-commerce in a more 
comprehensive manner. There are also several examples in different regions of 
efforts to build regional digital economies by harmonizing laws and regulations: 
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The EU’s Digital Single Market. In May 2015, the European Commission 
unveiled its plan to create a Digital Single Market that aims to tear down 
national regulatory silos by the end of 2016 (European Commission 2015). 
It rests on three pillars: (1) improved access for consumers and businesses to 
digital goods and services across Europe; (2) the right conditions and a level 
playing field for digital networks and innovative services to flourish; and 
(3) maximizing the growth potential of the digital economy. According 
to the EU, a fully functional Digital Single Market could contribute €415 
billion per year to the EU economy and create hundreds of thousands of 
new jobs. 

e-ASEAN initiative. ASEAN has blazed a trail by creating a harmonized 
regional legal framework for e-commerce, cooperation on which began 
in 1999 when all countries endorsed the e-ASEAN initiative (UNCTAD 
2013). The e-ASEAN Framework Agreement of 2000 promoted regional 
development by establishing the ASEAN Information Infrastructure. In 
2011, the ASEAN ICT Masterplan 2015 targeted ICTs as an enabler for 
further social and economic integration. ASEAN legislation has especially 
focused on electronic transactions, cybercrime, consumer protection, con- 
tent regulation, data protection and privacy, domain names, and dispute 
resolution. 

APEC’s Electronic Commerce Steering Group (ECSG). Based on the 
principles set out in the 1998 APEC Blueprint for Action on Electronic 
Commerce, APEC’s ECSG promotes the development and use of 
e-commerce through legal, regulatory, and policy environments in 
the APEC region that are predictable, transparent, and consistent. The 
ECSG also explores how ICTs can drive economic growth and social 
development. Furthermore, the ECSG has guided numerous capacity- 
building projects promoting the development and use of electronic 
commerce and ICTs within the APEC region. 

The APEC Data Privacy Pathfinder. This was established in 2007 to 
secure cross-border flows of personal information within the APEC 
region. Progress on the implementation of the APEC Privacy Framework 
includes the application of Information Privacy Individual Action Plans 
by 14 member economies, and the creation of a study group within the 
Data Privacy Sub-Group tasked to identify best practices in promoting the 
cross-border flow of information. 


Trade facilitation in the e-commerce era 


Trade facilitation is critical for e-commerce to flourish. The WTO’s Trade 
Facilitation Agreement (TFA) opens new opportunities for addressing 
some of the acutest hurdles facing digital trade, especially small businesses 
engaged in this activity. However, regions are also relevant units for imple- 
menting the agreement, and existing regional examples that could be built 
upon include: 
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e Exporta Fácil. In South America, 12 countries have adopted the Exporta 
Facil program, first implemented by Brazil in 2002, which offers logis- 
tics services and facilitates exports through national postal systems. The 
program has simplified customs clearance for SMEs for shipments weigh- 
ing less than 30 kilograms and with a value of less than US$5,000. The 
postal system has also taken on and centralized the tasks of various agencies 
involved in the export process, such as customs, health and environment 
agencies, and export agencies. As a result, between 2002 and 2008 10,000 
companies started to export. In Peru the program resulted in 6,704 ship- 
ments, amounting to US$3 million in sales in 2012.° 

e APEC's paperless trading. APEC’s Paperless Trading Subgroup develops 
projects on the use of paperless trading in B2B and B2C transactions and 
promotes the use of electronic documents in international trade. APEC is 
also implementing APEC’s Strategies and Actions toward a Cross-Border 
Paperless Trading Environment to enable the electronic transmission of 
trade-related information across the region by 2020. 

e One new idea is a regional Trusted eTrader pilot program discussed in 
Suominen (2015). This aims to accommodate small online businesses' 
cross-border trade within the intraregional market, while also protecting 
intraregional trade from illicit shipments, weapons, and contraband. Such 
a program would rest on two components: 


o  Public-private partnerships in order to work with the big data held 
by major online platforms such as eBay and Alibaba, which would 
open up an opportunity for customs to use risk-targeting and pre- 
dictive analytics in e-commerce. It could be tailored after the Air 
Cargo Advanced Screening program that the US Customs and Border 
Protection piloted a few years ago with major shippers such as FedEx, 
DHL, and UPS. 

o Regional customs agencies and other partners could set up a compli- 
ance platform where importers and exporters would be able to quickly 
access a customized trade compliance form with only 5—6 fields to be 
filled in. Companies that are consistent and compliant would become 
Trusted eTraders over time, and would be eligible for expedited entry. 


Another quick way to fuel e-commerce is to raise de minimis and informal 
entry programs, which would expedite the movement of low-value small 
parcels through customs. In 2016, the United States increased its de minimis 
from US$200 to US$800. A Peterson Institute study in 2011 estimated that 
the net payoff of an increase of this size in the US de minimis threshold for 
3.8 million shipments handled by express shipment firms would be US$17 
million annually (Hufbauer and Wong 2011). Raising de minimis levels also 
reduces the burden on customs resources, freeing these up to identify serious 
threats, from terrorism to illegal drugs. In a study of 12 APEC economies 
(Canada, Chile, the People’s Republic of China, Indonesia, Japan, Malaysia, 
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Mexico, Papua New Guinea, Peru, the Philippines, Thailand, and Vietnam), 
raising the de minimis to Just US$200 would generate gains in customs pro- 
cedures and consumers of US$5.4 billion a year, equivalent to some US$12 
billion for all 21 APEC members (Holloway and Rae 2012). The gains 
would be multiple if the de minimis was raised higher, say to US$1,000. To 
reduce the fiscal and political costs governments associate with a unilateral de 
minimis increase, Suominen (2016) has proposed a plurilateral negotiation on 
de minimis among a coalition of the willing: this would help governments feel 
they get market access for their SMEs in other member states. 


e Regions can also pool resources to mount platforms that enable small 
businesses to calculate the total cost involved in e-commerce transactions 
and shipments. Often these costs are much more significant than the 
costs involved in shipping and trade compliance: there are behind-the- 
border barriers such as value-added taxes and other charges that tend 
to be invisible to small companies, but raise costs significantly for the 
unsuspecting end consumer, often causing a loss of future business for 
the firm in question. 


Digital trade and development 


Though world trade is increasingly generated bottom-up by thousands of small 
businesses and entrepreneurs trading online, people in many countries have 
yet to connect to the Web. New investments and smart technical assistance 
are needed. This is an area where regional development banks can play a pow- 
erful role, given that they tend to have the various sectoral and functional 
capabilities needed for building digital economies already in place. Regional 
economies could come together to identify challenges and remove them with 
the help of development banks and donors, for example as follows: 


e Furthering digitization is a place for public-private partnerships. For 
example, companies such as Google and Facebook have openly discussed 
constructive ideas and made significant investments in spreading Web 
access around the planet. E-commerce platforms, cloud computing ser- 
vices, social media businesses, financial services, and many, many types of 
firms have a vested interest in seeing the Web expand and digital econo- 
mies grow, both regionally and globally. 

e One new, big initiative is eTrade for All, a multi-stakeholder effort 
launched in July 2016 that is aimed at being a resource for developing 
countries’ e-commerce capacity building and for enabling countries to 
navigate support systems for e-commerce-related capacity building. The 
initiative also brings together multiple donors and agencies that have prior- 
itized e-commerce development in their development portfolios. It builds 
directly on the concept Aid for eTrade (Suominen 2014, 2015). Donor 
countries would score immediate benefits: greater use of e-commerce 
would unlock a giant market of consumers from the developing world 
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for small business exporters from donor countries. eTrade for All could 
also incentivize and scale up indigenous regional solutions. After all, large 
providers do not necessarily prioritize all markets or provide solutions 
appropriate for the contexts of particular developing countries. For exam- 
ple, in Kenya, Equity Bank created an exclusive agreement with PayPal for 
cash withdrawals, as Kenya’s banking infrastructure did not guarantee that 
buyers could transfer PayPal payments through each local bank. 

e Regions could also pool resources for regional innovation hubs. Such hubs 
are typically a community of entrepreneurs that share a space, have reliable 
Internet access, and work on digital business models for the region. Such 
regional hubs would also enable entrepreneurs to learn about doing busi- 
ness in the various regional markets, and help them to access investors and 
resources across regional economies. 


Conclusions 


Disruptive digital technologies are creating a new wave of growth opportu- 
nities. They empower companies to cut costs dramatically and enable even the 
smallest of businesses and solo entrepreneurs to get into business and engage 
in trade. At the same time, as is the case with traditional trade, in most world 
regions majorities have yet to be online regularly and most businesses do not 
have websites. The Internet, let alone the use of digital technologies, is far 
from ubiquitous—and in some regions, such as Sub-Saharan Africa, it is nearly 
nonexistent. 

This paper has argued that regional action can be a critical complement 
to national and multilateral measures. Regionalism can be especially useful in 
two areas: enhancing opportunities for regional scale economies, especially via 
regulatory harmonization, as is occurring in Europe; and removing barriers to 
the flow of data and e-commerce within regions, such as through improved 
regional Internet infrastructures (common Internet interconnection points, 
interoperable payment networks, harmonized mobile spectra, and so on), 
and more fluid customs regulations and trade facilitation, as has been pursued 
especially in ASEAN and APEC. 

Regionalism is also practical: the data indicates that common ground exists 
in many regions for countries to act together, namely that countries tend to 
form clusters with their regional neighbors in terms of a number of digitiza- 
tion indicators, and often face very similar challenges. As in trade and many 
other areas of international cooperation, regional solutions to digital challenges 
would fuel the global digital economy. 


Notes 


1 See Enterprise Surveys. 

2 By 2019, two-thirds of all IP traffic will originate from non-PC devices—TVs, tab- 
lets, smartphones, and machine-to-machine (M2M) modules. In 2014, only 40% of 
total IP traffic originated from non-PC devices. The number of devices connected to 
IP networks will be more than three times the global population by 2019. Globally, 
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smart traffic will grow from 88% of the total global mobile traffic to 97% by 2019. 
This, in turn, adds to flows: the average smart device generates much higher traffic 
than a non-smart device. Similarly, technological improvements are enhancing access 
to any content on any device from anywhere—the Internet of Everything (IoE). 
For an excellent study of ecommerce in the United States, see USITC (2013). 
4 While in 1999, 70% of bandwidth from Africa went to the USA, by 2011 this had fallen 
to a tiny proportion, and nearly 90% went to Europe as it liberalized its telecom net- 
works and IXPs developed to host the content. This change demonstrates how similar 
shifts in the future could localize traffic in Africa to further reduce latency and costs. 
For an industry view of digital protectionism, see, for example, Espinel 2014. 
6 "Exporta Fácil registró más de US$ 11 millones en envíos a diversos mercados de 
destino.’ Andina. April 2, 2013. www.andina.com.pe/espanol/noticia-exporta- 
facil-registro-mas-1 1 -millones-envios-a-diversos-mercados-destino-453443.aspx?. 
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10 Building regional environmental 
governance 


Northeast Asia’s unique path to 
sustainable development 


Suh- Yong Chung 


Introduction 


Environmental degradation in Northeast Asia has been escalating, causing 
severe damage to the region. The Yellow Sea is one of the most heavily pol- 
luted bodies of water in the world, as intense industrial development along its 
coastlines has led to the discharge of contaminants into it. Rivers carry water 
pollutants such as heavy metals to the sea from far inland, which has increased 
red tides and has diminished fish stocks. In addition, overfishing and expansion 
of mariculture have intensified environmental stress on the marine ecosystem. 
Levels of air pollution have recently reached record highs due to fine dust 
and other air pollutants, and now constitute a grave threat to human lives and 
health in Northeast Asia. The meteorological phenomenon known as Yellow 
Dust or Asian Dust has been a problem in the area for hundreds of years but 
has grown recently due to increased desertification in China and the harmful 
industrial pollutants produced in industrial and urban areas that are carried east- 
ward, as is fine dust from transportation and industry. As such, the countries of 
Northeast Asia are wrestling with imminent environmental and health threats. 

China has been blamed for much of the environmental damage in Northeast 
Asia. With its fast-growing economy and population, China has not been effec- 
tive in controlling and managing the various pollutants (Drifte 2005). However, 
other Northeast Asian countries are also responsible for regional environmental 
problems to some extent. Recently, the Republic of Korea (ROK)’s gov- 
ernment publicly recognized that environmental damages caused by fine dust 
were partly due to toxic substances emitted within its territory (Ministry of 
Environment 2014). Likewise, Japan is contributing to the deterioration of 
the regional environment: radioactive materials which were produced during 
the 2011 Fukushima Daiichi nuclear incident became a great concern among 
neighboring countries as a large volume of radioactive isotopes were released 
into the seas of Northeast Asia (Fukurai 2012). Other countries in the region 
such as the Democratic People’s Republic of Korea (DPRK) also play a role in 
creating environmental problems. The DPRK has emitted more air pollutants 
such as CO, than other countries of similar economic development status due 
to its environmentally unfriendly practices and policies.’ 
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Considering the seriousness and interconnectedness of environmental 
problems in Northeast Asia along with its complex geopolitical situation, 
the need to build effective regional governance to deal with environmental 
issues has become vital. In fact, Northeast Asia has been identified as one of 
the world’s most difficult regions for developing regional cooperative insti- 
tutions (Timmermann 2008), and almost no multilateral treaties have been 
concluded among the countries of the region. In the case of regional environ- 
ment issues, however, a relatively good number of regional environmental 
institutions do exist, although they are not part of legally binding multilat- 
eral treaties. These include but are not limited to the following: the United 
Nations Development Programme/Global Environment Facility Yellow 
Sea Large Marine Ecosystem Project (UNDP/GEF YSLME); the United 
Nations Environment Programme (UNEP) Northwest Pacific Action Plan 
(NOWPAP); the Tripartite Environmental Ministerial Meeting; the North- 
East Asian Subregional Programme for Environmental Cooperation; and the 
Acid Deposition Monitoring Network in East Asia (E-Net). Despite the fact 
that each institution may not be fully effective, they have worked to enhance 
regional capacity to better address environmental problems. This is largely 
because their creation and operation were predicated on the uniqueness of 
Northeast Asia in terms of addressing environmental issues. 

Moreover, the recent agreement between the USA and the ROK to deploy 
Terminal High Altitude Area Defense (THAAD) in the ROK’s territory has 
been met by strong protest from China, which has strained China-ROK 
relations. This, coupled with the continuing tensions between Japan and the 
ROK stemming from historical conflicts, has destabilized regional relations 
in Northeast Asia. Because of these recent security and diplomatic conun- 
drums, cooperation in the environmental realm has become more important in 
promoting regional stability and sustainability. 

Against this backdrop, this chapter discusses, in Part 2, Northeast Asia’s 
unique factors for building environmental governance, especially in compari- 
son with Europe. Part 3 delves into the case of the UNDP/GEF YSLME 
Project and analyzes the advances that have been made in Northeast Asian 
marine environment governance through a cooperation-based approach that 
focuses on soft environmental institution building. Finally, Part 4 summarizes 
the previous sections and briefly lays out implications that the Northeast Asian 
process of building environmental governance has for other regions, especially 
Latin America. 


What is unique about building sustainable development 
governance in Northeast Asia? 


The international community’s experience in building environmental gov- 
ernance at the global level began in the 1970s, and significant advances were 
made in the 1980s and 1990s. The growing concern in addressing global 
environmental problems in a concerted manner has led to a burgeoning of 
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ideas from both scholars and practitioners on how to approach this matter, 
with discussions around regime formation, institutional design, and the role 
of nonstate actors. Yet within the realm of global environmental governance, 
the focus on specific regions and environmental governance building at the 
regional level has often been conflated with that of the global level, and the 
importance of regional environmental cooperation was overlooked (Balsiger 
and VanDeveer 2012).? Also, in many cases, the methods and measures used 
in the success cases of environmental protection, which usually took place in 
developed countries, were exported to other regions of the world. However, 
the particularities of a given region—the environmental challenge in ques- 
tion, the geographical and ecological setting, existing institutions, the actors 
involved, and the level of technological and scientific expertise—are critical 
to formulating and implementing the most effective system of environmental 
measures for that region. Therefore, an understanding of specific regional 
characteristics is necessary to build a unique environmental governance 
approach that is appropriate and tailored to that region. 

This section begins by introducing the European approach to building envi- 
ronmental governance, based on convention protocol. The focus then shifts to 
the developments of the Northeast Asian approach, based on cooperation and 
soft institution building. 


Europe: The convention protocol approach 


Given the various environmental problems in Northeast Asia, one possible 
development of legally binding treaty mechanisms is worthy of consideration. 
In Europe, for example, countries have developed a number of regional envi- 
ronmental treaties to deal with environmental problems. In the Mediterranean 
region, 16 coastal countries in three different political regions of Europe, 
Asia, and Africa agreed in 1976 on the Convention for the Protection of the 
Mediterranean Sea Against Pollution (Barcelona Convention), which pro- 
vides a basic framework on marine environment protection for the region. 
This was based on the Mediterranean Action Plan, launched in 1975, which 
was UNEP’s first Regional Seas Programme. On the basis of the Barcelona 
Convention, the countries adopted seven protocols aimed at managing spe- 
cific marine environment issues. These include protocols on dumping from 
ships and aircraft, pollution from ships and emergency situations, pollution 
from land-based sources and activities, specially protected areas and biological 
biodiversity, pollution from exploration and exploitation, hazardous wastes, 
and integrated coastal zone management.* With the addition of each specific 
protocol, marine conservation and management efforts in the Mediterranean 
were expanded from the narrow approach of addressing sources of pollution 
to a more holistic approach. In 1995, the Barcelona Convention was amended 
and renamed the Convention for the Protection of the Marine Environment 
and the Coastal Region of the Mediterranean. This approach of first con- 
cluding a framework convention that broadly outlines the common goals to 
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be met, then later adopting specific protocols that are tailored to meet the 
region’s distinct environmental needs was demonstrated as being successful in 
the Mediterranean region. As a result, UNEP has applied this environmental 
governance-building approach to other of the world's regional seas. At this 
time, there are 13 operating Regional Seas Programmes, each with its own 
legally binding treaty. 

As in the case of marine environment protection, European countries also 
applied the convention protocol approach to the issue of acid rain. Since acid 
rain had detrimental health implications as well as economic ramifications for 
countries in Europe in general and Scandinavia in particular, these started 
negotiations towards creating a framework treaty. Based on strong scien- 
tific evidence on the relationship between sulphur emissions in continental 
Europe and the acidification of Scandinavian lakes, the Geneva Convention 
on Long-range Transboundary Air Pollution was adopted and signed in 
November 1979 by 35 countries and the European Community and entered 
into force in 1983.° 

Initially, this convention was seen as a forum that could provide opportuni- 
ties for further negotiations on establishing specific standards on the control 
and management of air pollutants. In reality, the 1979 Geneva Convention 
also contributed to interconnecting the various political systems by playing 
a bridging role and to providing stability and continuity during the politi- 
cal changes that took place during that time in the region. As a result, the 
1979 Geneva Convention led the way to the adoption of eight individual 
protocols.^ These protocols addressed the various air pollutants as well as new 
scientific findings. For example, the earlier three protocols (the 1985 Protocol 
on the Reduction of Sulphur Emissions, the 1988 Protocol on the Control of 
Nitrogen Oxides, and the 1991 Protocol concerning the Control of Emissions 
of Volatile Organic Compounds) focus on individual pollutants by imposing 
uniform emission reduction obligations on members. However, the 1994 Oslo 
Protocol on Further Reduction of Sulphur Emissions allocates different lev- 
els of emission reduction obligations to the members based on so-called cost 
effectiveness and effect-based principles. Countries negotiated on the basis of 
a critical loads approach, which facilitated countries! achievement of agreed 
benefits at minimal cost. Subsequent protocols agreed to include new pollut- 
ants in the scope of management, such as persistent organic pollutants, and to 
create synergies by making linkages between the various air pollutants to be 
controlled and grouping them. This European way of addressing the problem 
of transboundary air pollution was seen as a great achievement in mitigating the 
problem at stake and facilitating intergovernmental cooperation. 

In conclusion, successful experiences in addressing both air pollution and 
marine environment protection in Europe set important precedents on how 
to address regional environmental problems in a cooperative manner. The 
main approach for formulating future global environmental institutions—such 
as UNEP’s Regional Seas Programme—was established as two-step institu- 
tion building based on establishing a legally binding framework convention 
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followed by concluding specific treaties on controlling critical pollutants and/ 
or implementing sustainable regional development policies and measures. 


Northeast Asia: a cooperation-based, soft environmental institution- 
building approach 


In Northeast Asia, there are several outstanding environmental problems. 
Yellow Dust, fine dust and particulate matters, acid rain, marine pollution, 
and climate change are a few examples of the environmental issues that exist 
in the region that remain to be addressed. Currently, there is no multilateral 
treaty in Northeast Asia that aims to manage regional environmental problems. 
However, this does not necessarily mean that there are no cooperative mecha- 
nisms which address environmental matters there. 

In fact, there are a number of regional environmental institutions led by 
the United Nations in Northeast Asia. In 1994, UNEP launched NOWPAP 
between China, Japan, the Russian Federation, and the ROK as a component 
of its Regional Seas Programme. Although this generally follows the approach 
of UNEP’s Regional Seas Programme, which has been advanced through the 
experience gained from the Mediterranean, NOWPAP has not focused on 
developing a legally binding treaty. Instead, NOWPAP has stressed creating 
and implementing practical activities that are more appropriate to meeting the 
marine environmental challenges that are specific to the region. A Regional 
Coordinating Unit serves as the permanent secretariat, and four Regional 
Activity Centers were set up in each of the four member countries. Based 
on the general guidelines agreed by participating member countries, each 
Regional Activity Center was assigned distinct tasks. For example, the Marine 
Environmental Emergency Preparedness and Response Regional Activity 
Centre (MERRAC), located in the ROK, has developed regional schemes on 
oil spills." Despite the fact that there is no legally binding instrument govern- 
ing MERRAC’s activities, it was able to establish and operate the Regional 
Contingency Plan on Oil Spills. 

As mentioned in the Introduction, in 2004 UNDP/GEF launched the 
YSLME Project in the Yellow Sea, which is located between the Korean 
peninsula and China. Like NOWPAP, YSLME has implemented its activi- 
ties without deliberating on the creation of a legally binding instrument, at 
least in the short run. After the successful completion of the first phase, the 
project aimed to establish an independent regional institution—the YSLME 
Commission—by 2017. This commission will come to fruition when two 
participating countries—China and the ROK—endorse the Strategic Action 
Programme, which the YSLME Commission will oversee.* Negotiations for a 
legally binding agreement in managing the marine environment in the Yellow 
Sea were not included in this process. 

In addition, there are multilateral environment cooperative institutions in 
Northeast Asia that exist outside the UN system. They include the Tripartite 
Environmental Ministerial Meeting, North-East Asian Subregional Programme 
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for Environmental Cooperation, the Long-range Transboundary Arr Pollutants 
in Northeast Asia, and the Acid Deposition Monitoring Network in East Asia. 
The Tripartite Environmental Ministerial Meeting has become the major 
cooperation body between the environmental ministries of China, Japan, and 
the ROK. It holds regular meetings at the ministerial level and carries out 
core activity programs such as the Working Group on Dust Sandstorms. The 
North-East Asian Subregional Programme for Environmental Cooperation is a 
regional environmental cooperation mechanism with six members: the ROK, 
China, Japan, the Russian Federation, the DPRK, and Mongolia, the most 
active of which is the ROK, which is playing a leading role in the mechanism. 
The scope of the North-East Asian Subregional Programme for Environmental 
Cooperation’s cooperative activities also varies from marine environment to 
air pollution, and activities are supported by a permanent secretariat located 
in the ROK. Furthermore, the Long-range Transboundary Air Pollutants 
in Northeast Asia project and the Acid Deposition Monitoring Network in 
East Asia have focused their efforts on air pollution matters such as acid rain. 
What is distinctive about these two institutions are that they are science-based 
environmental cooperation mechanisms that aim to gather scientific data and 
information on the status of the environment at the regional level. 

Despite the fact that there currently is no legally binding multilateral treaty 
related to environment and sustainable development in Northeast Asia, there 
are several bilateral treaties regarding the marine environment in the region. 
For instance, the 1993 Agreement on Environmental Cooperation between 
the government of the ROK and the government of the People’s Republic of 
China is the basis for bilateral cooperation between the two countries in terms 
of shared environmental issues, including the marine environment. The Joint 
Committee on Environmental Cooperation between Korea and China has its 
roots in this bilateral agreement (Ministry of Environment, Korea, 2015), and 
is responsible for handling issues regarding its implementation. The ROK’s 
various ministries participate in this committee, but China’s only participants 
are its Ministry of Foreign Affairs and Ministry of Environmental Protection. 
This limited involvement may be one of the reasons for the present limitations 
to effective cooperation between the two countries. Although environmental 
issues are multifaceted and thus require coordination among various ministries 
within a state, China’s Ministry of Environmental Protection does not have 
sole discretion in managing the environmental and sustainable development 
agenda and thus lacks sufficient influence over the decision-making processes 
among its government agencies. 

As can be seen from the previous discussion, Northeast Asia’s regional envi- 
ronmental cooperation has evolved in a way that is different from that of other 
regions such as Europe. Even though there exist environmental problems of 
a similar nature at the regional level, Northeast Asian countries tend to pre- 
fer soft and non-legally binding institution building. Through this approach, 
Northeast Asia has put in place various environmental institutions encompass- 
ing marine- and air-related issues and other important regional environmental 
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matters, engaging participation from government ministries and the scientific 
community. 


Strengthening marine environment governance through 
building soft institutions: the case of the UNDP/GEF 
YSLME Project 


The previous section showed how Northeast Asia has developed its own 
unique process of building environmental cooperation institutions. Of the 
various existing institutions, the most successful are those on marine environ- 
mental protection, such as the UNDP/GEF YSLME Project. This section will 
highlight this project in order to present a detailed analysis that explains the 
reasons for this success. 

The UNDP/GEF YSLME Project has been recognized as one of the most 
successful regional cooperation projects of the UNDP’s many existing Large 
Marine Ecosystem Projects (Kullenberg and Huber 2011). Even though there 
are many factors in Northeast Asia that impede the establishment of regional 
institutions, neighboring countries have been able to carry out environmental 
tasks in a concerted manner—for example, the cooperative joint cruise study 
conducted by China and the ROK to gather data on the Yellow Sea, and the 
creation of an independent regional institution (the YSLME Commission dis- 
cussed in Part 2)? One of the key reasons behind the UNDP/GEF YSLME 
Project's success lies in the fact that relevant activities within it were created 
with an emphasis on cooperation and soft institution building, rather than 
on identifying, determining, and assigning legally binding state responsibili- 
tes and obligations in managing the common sea. In particular, the YSLME 
Project's notable achievements can be found in the endorsement of agreements 
on reducing fishing effort by the two countries, the active role of the Project 
Management Office, formulating regional-level policies based on scientific evi- 
dence, the ROK's proactive role in facilitating cooperation, and increasing the 
possibility of the DPRK’s participation in regional environmental governance. 


Agreements on reducing fishing efforts 


Chinese fishing vessels often enter the ROK's exclusive economic zone in 
search for fish stocks and conduct prohibited fishing activities in this area, 
within which the ROK has full jurisdiction over the use and protection of 
marine resources. This has become a politically sensitive problem between the 
two states. Despite strong border surveillance and enforcement by the ROK 
government in the Yellow Sea, illegal fishing activities by Chinese vessels 
continue. This encroachment into the ROK's waters has led to the arrest of 
Chinese fishermen, and even to the loss of lives of both Chinese fishermen and 
Korean coastguards and can be explained by the rapid increase in demand for 
seafood in China (The Guardian 2014). The seriousness of marine pollution 
along China's coastal areas, in combination with overfishing and a shortage of 
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fish stocks in Chinese waters, are what have motivated Chinese fishermen to 
cross into the ROK’s jurisdiction. 

Under these circumstances, the two countries have agreed on plans to 
reduce fishing efforts in the Yellow Sea region by 25%-30% by 2020 by car- 
rying out the Strategic Action Plan for the YSLME Project (UNDP/GEF 
2009). Considering that the ROK has already taken steps to decrease its num- 
ber of fishing vessels based on its national scientific and policy considerations, 
China also needed to do likewise. Despite the potentially costly implication for 
China, its government accepted this UNDP/GEF YSLME recommendation. 
It seems that China perceived that this way of implementing regional policies 
to maintain sustainable fishing levels in the Yellow Sea would ultimately be to 
its benefit. 

In fact, inside China, it appears that there were intense discussions between 
the State Oceanic Administration, which 1s responsible for the marine envi- 
ronment, and the Ministry of Agriculture, which is responsible for fisheries. 
The core of the debate was the YSLME Project's recommendation for a 
cooperation-based approach to reducing fishing efforts: although the Ministry 
of Agriculture was reluctant to actively reduce these, the State Oceanic 
Administration pushed strongly for it to agree to implement the policy recom- 
mendations presented by the YSLME Project's Strategic Action Programme. 
This was partially possible because there were significant financial gains and 
other advantages for the State Oceanic Administration if the UNDP/GEF 
YSLME Project was implemented. 


The active role of the Project Management Office 


The governance structure for the implementation of the UNDP/GEF 
YSLME Project, chiefly the role played by the Project Management Office, 
supported the soft, cooperation-based approach. Although both China and 
the ROK have pursued the formulation and implementation of up-to-date 
policy measures to protect the marine environment, expertise in the two 
countries is still lacking, and assistance is required in terms of innovative 
knowledge and skills on marine environment management. Furthermore, 
insufficient cooperation between China and the ROK on marine environ- 
ment at the regional level also raised issues on how to improve the quality 
of cooperation between the two countries. In this case, the YSLME Project 
has played an important role in providing the necessary expertise through the 
global framework of the UNDP's Large Marine Ecosystem Projects, notably 
through the Project Management Office, which acted as the hub for knowl- 
edge sharing. The Project Management Office effectively provided essential 
information on developing regional activities on marine environmental 
protection for the governments and experts in the region. For example, it 
organized various training workshops, stakeholder meetings, and field semi- 
nars to create opportunities for interaction among regional and international 
experts and other stakeholders. This enhanced the facilitation of expertise 


Northeast Asian sustainable development 217 


and information sharing on the cutting-edge knowledge and skills needed at 
the regional level, avoiding competition that may have occurred otherwise. 

The Project Management Office also carried out numerous scientific 
activities in implementing the YSLME Project. As there is generally a shared 
understanding in the region that science-based activities do not directly pose 
a threat to critical interests regarding state sovereignty, science-based activities 
were conducted relatively smoothly. To achieve this, the UNDP/GEF YSLME 
Project formed several Working Groups at the regional level. Each Working 
Group focused on specific issues such as pollution, ecosystem, and fisheries, 
in which leading scientists from each country participated (Kullenberg and 
Huber 2011). Collaboration on gathering and comparing regional scientific 
data was successful as a result of the Project Management Office’s organiza- 
tion and facilitation, as well as support from participating governments. Once 
scientific inquiries were concluded, the Regional Science and Technical Panel 
further evaluated the gathered data to ensure the quality of the outcome of the 
activities of individual Working Groups before they were considered by the 
governments at the YSLME Project level. 

The most important task on the YSLME Project also the most difficult: 
the Regional Cooperative Cruise Study. It aimed for scientists from both 
China and the ROK to study the features and characteristics of the Yellow Sea 
(Kullenberg and Huber 2011). As there were no precedents for conducting a 
joint study on the Yellow Sea, the study’s location was cause for tension: the 
two governments’ concern was the potential implication of this location on 
territorial jurisdictions. However, the Project Management Office’s coordina- 
tion between the two governments ultimately eased this tension by focusing 
the issue on only the scientific aspects and helped to produce an unprecedented 
report on the status of the Yellow Sea. 


Science-based regional policy development 


Third, the expert-based, bottom-up process of developing regional policies 
also facilitated marine environment cooperation between China and the ROK. 
Instead of a top-down policymaking process, the two governments relied on 
measures and data which were gathered and analyzed by experts from both 
inside and outside the region. Transboundary Diagnostic Analysis (TDA) 
was conducted by an international expert to identify the root causes of the 
marine environmental problems in the region (UNDP/GEF 2007). After a 
thorough chain of analysis, this TDA became the scientific basis for identify- 
ing the appropriate regional policy for improving the quality of the marine 
environment in the Yellow Sea. A detailed TDA encouraged participating 
governments to further consider the development of a regional master plan for 
Yellow Sea management and policymaking in the form of the Strategic Action 
Programme. With strong support from both governments, the Strategic Action 
Programme drafting group for the YSLME Project proposed regional policy 
measures for effective marine governance that are to be implemented by the 
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governments by 2020. As these expert-based, scientific processes for carrying 
out and developing the TDA and Strategic Action Programme were supported 
by both China and the ROK, the final draft of the Strategic Action Programme 
was quickly endorsed by the governments, despite including politically sensi- 
tive issues such as fisheries and the creation of the YSLME Commission. These 
government endorsements thereby paved the way for the agreed regional-level 
policies on the Yellow Sea to be included in national policies. 


The ROK's role in facilitating cooperation 


Fourth, the ROK’s proactive role facilitating cooperation in the Yellow 
Sea region enabled the YSLME Project to continue its operations and ulti- 
mately to arrive at a successful outcome. The first phase of the YSLME 
Project was completed in 2011, but during the period of project imple- 
mentation (2004-2011), there was a significant change in terms of the 
eligibility of the ROK as a financial recipient from the GEF. When, in 
2010, the ROK became a member of the OECD Development Assistance 
Committee, which consists of donor countries, it was no longer able to 
carry out the YSLME Project by relying on GEF funding. Faced with this 
situation, the ROK government committed to making substantial financial 
contributions so as to continue the project. In other words, it would have 
been difficult for the YSLME Project to have moved forward to its second 
phase had it not been for the ROK’s pledge. Recognizing the importance 
of cooperative activities at the regional level to protect the marine envi- 
ronment, the ROK decided to make the necessary financial contributions, 
while China would continue to receive funding from GEF. 


Increased possibility of the DPRK's participation 


Finally, the cooperative nature of the UNDP/GEF YSLME Project increased 
the possibility of the DPRK’s participation in this regional endeavor. 
Considering that the DPRK is one of the three coastal states in the Yellow Sea 
region, it is imperative that the DPRK participate in the mechanism. Given the 
importance of this involvement, the YSLME Project has continuously made 
efforts to invite the DPRK into this regional activity. As there are multiple 
incentives for the DPRK to join, it finally sent a formal letter of intention 
to participate in the second phase of the project, although it continues to be 
excluded as a result of UN Security Council sanctions. China and the ROK 
are willing to grant the DPRK observer status to enable it to participate to 
some degree until these sanctions are lifted. 

In conclusion, the YSLME Project did not pursue a legally binding environ- 
mental treaty in the region. Instead, the cooperation-based soft institution-building 
process that has characterized the YSLME Project made significant contribu- 
tions to the design and creation of regional measures on marine environment 
protection in the Yellow Sea. As a result, the proposed regional measures were 
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subsequently adopted by China and the ROK and stand to become an integral 
part of each country’s policies on marine ecosystem protection and management. 


Conclusion 


Building an effective institution to address common regional issues is always 
important. In the past, one of the prevalent methods for institution build- 
ing was to transplant approaches that had been already created in developed 
countries to other locations. As was previously discussed, in the area of envi- 
ronment and sustainable development this would have implied relying on the 
convention protocol approach developed in Europe. Within this scheme, in 
order to address unprecedented regional environmental problems, European 
countries first agreed on a framework convention that provided a flexible 
forum to discuss detailed measures to protect the environment and realize sus- 
tainable development. Following this successful experience in Europe, some 
UN organizations developed their global programs based on this approach and 
applied it to other regions. 

Although there are advantages to this legally binding treaty-based approach, 
such as providing transparency, treaty-making processes vary depending on 
the diverse challenges of different regions around the world. Environmental 
institution-building experiences in Northeast Asia demonstrate that the design 
of regional institutions should fully take into account the unique features of the 
region in order to ensure effective implementation. In Northeast Asia, where it 
is extremely difficult, if not impossible, for a multilateral treaty to be agreed on, 
countries have instead developed various (non-legally binding) soft institutions 
to address regional environmental problems. 

One key example of developing an effective regional institution in 
Northeast Asia is the UNDP/GEF YSLME Project. As previously discussed, 
this project has suggested effective solutions in making regional policies and 
measures to protect one of the most severely polluted seas in the world 
without following the convention protocol approach. Since the project and 
its specific activities were designed in a cooperative manner, it was able to 
overcome political hurdles between China and the ROK, thereby producing 
significant achievements. It succeeded in adopting a regional target of reduc- 
ing fishing by 25%—30% based on a cooperative scientific study conducted 
by experts from the two countries, despite the fact that illegal fishing remains 
a critical problem between China and the ROK. This agreement will ulti- 
mately contribute to solving the problem of illegal fishing by Chinese vessels 
in ROK waters and will also ensure sustainable fishing in the Yellow Sea 
region. Furthermore, the science-focused cooperative study undertaken by 
the two countries has produced the first scientific data on the Yellow Sea 
that can be used as a key source for devising marine policy at the regional 
level in the future. 

These successful outcomes of the UNDP/GEF YSLME Project were possi- 
ble because Project Management Office played an essential role in coordinating 
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the relevant states and providing expertise. Another important determinant of 
success was the cooperative attitude between China and the ROK. Although 
the ROK became ineligible for GEF funding for the second phase of the pro- 
ject, it decided to continue participating in the second phase by covering its 
own financial obligations. On the other hand, China’s government agencies 
made a grand compromise among themselves to reach an agreement on the 
regional target of reducing fishing efforts by 30%. A final factor that aided the 
effective implementation of the YSLME Project was its science-based approach: 
Working Groups of scientific experts were created, and the Regional Science 
and Technical Panel oversaw their output, guaranteeing their credibility. This 
therefore created a favorable environment for both governments to consider 
the suggested regional marine policy recommendations. 

Drawing from the Northeast Asian experience, when countries in Latin 
America and other regions consider building regional mechanisms to protect the 
environment and realize sustainable development, there should be adequate con- 
sideration of an approach that would best fit the unique situation of the region. 
The examination of distinct regional challenges in order to design a coopera- 
tive mechanism that meets those needs would lead to building a more effective 
regional institution. Furthermore, even in times of regional tensions which can 
have a negative impact on regional stability, environmental cooperation can act 
as a conduit which can contribute to regional sustainability and prosperity. 


Notes 


1 US. Energy Information Administration (EIA). “International Energy Statistics, 
Total Carbon Dioxide Emissions from the Consumption of Energy.” www.eia.gov/ 
cfapps/ipdbproject/iedindex3.cfm?tid=90&pid=44&aid=8.CompareAllCountries. 
com." Compare North Korea and Tunisia: Carbon dioxide emissions, thousands of tonnes.” 
www.compareallcountries.com/North-Korea/Tunisia/Carbon_dioxide_emissions/ 

2 Fora detailed discussion on regional environmental governance, see Global Environmental 

Politics 12, no. 3 (2012). 

For a detailed discussion on the convention-protocol approach, see Susskind (1994). 

4 UNEP. Mediterranean Action Plan for the Barcelona Convention. www.unepmap. 

org/index.php?module=content2&catid=001001004 

UNECE. The Convention. www.unece.org/env/lrtap/lrtap h1.html 

UNECE. The Convention. www.unece.org/env/lrtap/lrtap h1.html 

7 In addition to the MERRAC in the ROK, there is the Special Monitoring and 
Coastal Environment Assessment Regional Activity Centre (CEARAC) in Japan, 
the Data and Information Network Regional Activity Centre (DINRAC) in China, 
and the Pollution Monitoring Regional Activity Centre (POMRAC) in Russia. 
NOWPAP, Regional Activity Centres. www.nowpap.org/ 

8 UNDP/GEE Project Document. www.thegef.org/gef/sites/thegef.org/files/gef_ 
prj. docs/ GEFProjectDocuments/InternationalV620 Waters/Regional%20-%20 
(4343)%20-%20EAS-%20Implementation%200f%20the%20 Yellow%20Sea%20 
LME%20Strategi/1-7-14_-_Project_Doc.pdf 

9 For discussion on obstacles to creating regional environmental institutions in 
Northeast Asia, see, for example, Chung (1999). 
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Introduction 


Where is the international trading system heading, and what might countries 
do to direct its course? These questions are greatly complicated by the division 
of that system into two distinct layers. One is the multilateral trading system, 
at the center of which is the World Trade Organization (WTO). The WTO 
is now entering its third decade of existence, after having replaced the General 
Agreement on Tariffs and Trade (GATT) of 1947—94. The other layer is a large 
and growing system of regional trade agreements (RTAs), consisting mostly of 
free trade agreements but also including customs unions and common markets. 
Whereas the WTO is founded upon the principle of unconditional most- 
favored-nation (MFN) treatment among all its members, RTAs take a more 
discriminatory approach. Whether they are bilateral, regional, or plurilateral, 
RTAs typically restrict their benefits to the members of the agreements. 

The multilateral trading system faces two challenges, one of which also 
threatens to slow, halt, or even reverse the proliferation of RTAs. The first 
challenge is proliferation itself. The great irony of the WTO is that its establish- 
ment marked the culmination of a half-century of progress toward a multilateral 
trade regime, but came just when its members began negotiating discrimina- 
tory agreements in earnest. RTAs had been few and far between during the 
GATT years, but over the past two decades, countries have negotiated them 
with increasing frequency. RTAs have grown in number, in the depth of their 
commitments, and in the size of their combinations. Whereas giants such as 
the European Union, Japan, and the United States had long shown restraint 
in their negotiation of RTAs, reaching these agreements with smaller partners 
but dealing with one another solely within the framework of the multilateral 
system, in recent years they have sought to break through that glass ceiling in a 
series of transatlantic, transpacific, and other trade negotiations. 

While these developments point toward the widening and deepening of 
RTAs, quite probably at the expense of the multilateral system, both layers of 
the trading system face an additional threat. Trade negotiations of all stripes 
have lately come under attack, be they regional or multilateral, with anti- 
globalization sentiment rising everywhere—above all in the most developed 
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countries. This trend was evident a decade ago, when megaregional negotia- 
tions in the Asia-Pacific region and the Americas both petered out, but the 
anti-trade voices have grown increasingly shrill in recent years. They could 
well succeed in killing, or at the very least delaying, major initiatives such as the 
Trans-Pacific Partnership (TPP). It is unclear whether even some of the exist- 
ing arrangements will survive intact, as evidenced by the British vote to exit 
from the European Union and the renewed demands for US withdrawal from 
the North American Free Trade Agreement (NAFTA). Nor is the multilateral 
system itself immune, as shown by the repeated failures to “get to yes” in the 
Doha Round of multilateral trade talks. 

There is a possibility that the rising level of trade-skeptic sentiment in developed 
countries could render moot the debate over multilateralism versus regionalism. 
At a time when policy makers in the major industrialized countries still wonder 
if trade liberalization is best achieved through negotiations with one partner at a 
time, or with several, or with all, and when some of these policy makers prefer 
an “all of the above” strategy, the more disgruntled segments of their elector- 
ates increasingly insist instead upon a “none of the above” option. It is beyond 
the limited scope of this analysis to forecast whether these latest developments 
amount to bumps in the road, as transitory as the many other jolts that have 
periodically arisen in the decades since the end of the Second World War, or if 
instead they signal a sharp turn in the direction of that road. The authors both 
hope and believe that the former interpretation is more supportable than the latter. 
It is true that there are good reasons to doubt the future of the TPP, and the suc- 
cess of transatlantic negotiations has also been put in doubt, but these are only 
the largest among many regional initiatives. No matter what happens to these 
two initiatives, the principal issues examined here seem likely to remain relevant. 

While thus acknowledging that antiglobalization sentiment is real and pro- 
found, and could well have lasting consequences, this analysis nonetheless starts 
from the assumption that it will remain manageable. We argue that the mul- 
tilateral system still matters, but that the re-emergence of discrimination poses 
an underlying threat to its core of ideal nondiscrimination. That system may be 
undermined by deals that would actually divert as much trade as they create, 
and that diminish the role of the WTO in global governance. The WTO was 
intended not only to have a legislative function (i.e. to negotiate new trade lib- 
eralization deals among its members), but also to play important roles through 
its executive, judicial, and research capacities. The question here is whether 
RTAs are best seen as complements or as substitutes for the WTO, and thus 
whether they serve to supplement or undermine the capacity of the WTO to 
achieve its objectives. 

The available evidence might be read in two very different ways, depend- 
ing on which approach one takes to the analysis of public goods. Those who 
adhere to the theory of “hegemonic stability” take a decidedly more pes- 
simistic view than do the advocates of “global public goods.” The first view 
stresses the importance of power in the creation of global institutions and 
sees both the decline of the WTO and the rise of RTAs as symptomatic of a 


224 Miguel Rodriguez Mendoza and Craig VanGrasstek 


degenerating system in which the global redistribution of power has led to a 
lack of leadership. The second view instead sees this development as a more 
democratic distribution of power and responsibility, as demonstrated both by 
the near-universal membership of the WTO and the positive contributions 
that RTAs may make to the system. These include the use of RTAs as a policy 
laboratory for negotiations on new issues, allowing countries to calibrate the 
speed and depth of their liberalization commitments. 

The present paper does not seek to resolve the differences between these two 
schools of thought, as they are rooted at least as much in differing philosophical 
foundations as they are in empirical realities. We instead take a more pragmatic 
approach, arguing that the WTO and RTAs can co-exist in a harmonious and 
mutually reinforcing manner. They can embrace each other and take advantage 
of the rich experience gained in the making and implementation of trade rules. 

This paper has three objectives. First, we describe the current state of play 
in the trading system, especially with respect to the increasing emphasis placed 
on regionalism over multilateralism. Second, we discuss the implications of this 
shift from a global and public goods perspective, considering both those aspects 
of regionalism that some believe may contribute to discrimination, as well as 
those that may strengthen the system. Finally, we provide recommendations on 
how the positive aspects of regionalism might be strengthened and its less desir- 
able consequences ameliorated, in order to ensure that the net result is positive 
for the multilateral trading system. 


The expansion of RTAs 


Four phases can be identified in the negotiation of RTAs. The first lasted from 
the start of the GATT system through the early 1980s, when RT As remained 
rare exceptions that were largely confined to the negotiation of agreements 
among countries in the same region. These were common both among devel- 
oping countries and, in the case of Western Europe, developed countries. In 
this period the most typical agreements consisted of customs unions—or FTAs 
that masqueraded as customs unions—between more or less similar countries 
in the same geographic area. This was as true for North—North agreements in 
Europe as it was for South-South agreements in Asia, Africa, and especially 
the Americas. The main difference in RTAs at that time was between the 
open regionalism of the European agreements and the closed regionalism of 
most pacts among developing countries: whereas the members of the European 
associations engaged simultaneously in regional and multilateral liberalization, 
many of the agreements among developing countries were designed to be 
regional complements to a policy of import substitution industrialization. 

The second phase, which roughly coincided with the Uruguay Round 
of multilateral trade negotiations (1986—94), saw an increase in the pace and 
direction of RTA talks. Here the dominant pattern shifted to North—North 
agreements between countries of manifestly different sizes (e.g. the US-Canada 
FTA) and North-South agreements in which the asymmetries were even 
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greater (e.g. the many agreements that developing countries negotiated with 
the European Union and the United States). The only real difference between 
this second phase and the one that followed it, which more or less coincided 
with the inauguration of the WTO, was in the sheer quantity of agreements: 
whereas there were still comparatively few RTAs being negotiated around the 
time of the Uruguay Round, the pace has since accelerated greatly. The rate at 
which RTAs entered into effect rose from 2.1 per year in the late GATT years 
(1980-94), most of them coming at the end of that period, to 9.0 per year in 
1995-2003, and 13.9 per year in 2004-14 with another 17 registered between 
January 2015 and June 2016.' 

We now appear to be in a fourth and especially consequential phase. Starting 
around 2013 the major economies began to explore the possibility of megar- 
egional agreements that would directly link them to one another. Of the six 
possible combinations of pairings between China, Japan, the European Union, 
and the United States, four are currently under negotiation. Arguably the most 
significant of these negotiations, at least when considered in the context of the 
WTO, is the Transatlantic Trade and Investment Partnership (TTIP) between 
the European Union and the United States. Negotiations are also underway 
between the European Union and Japan, between Japan and China, and the 
negotiations between Japan and the United States were part of the TPP. The 
only two arrangements that policymakers in these countries have yet to broach 
are US-China or EU-China agreements. 

The potential impact of the megaregional agreements on the WTO system 
is much greater than that of run-of-the-mill RTAs. This can be appreciated in 
the first instance by the sheer size of the agreements and also in the precedents 
that they might set. Both the TPP and the TTIP involve countries represent- 
ing a very large share of the world’s population, economic activity, and trade. 
The TPP countries account for approximately 60% of global GDP and 40% 
of the world’s population. The TTIP encompasses the world’s largest eco- 
nomic relationship, involving 29 developed countries whose reciprocal trade 
and investment flows amounted to more than US$1 trillion in 2012. 

Viewed in isolation, the rising number and size of RTAs should not be 
troubling. Pragmatic statesmen will typically point out that there is more than 
one way to skin a cat, and that if progress is blocked in the WTO then these 
alternative fora may instead do the trick. Multilateralists find fault with that 
logic on several grounds, not the least being a concern that the proliferation of 
RTAs may actually contribute to countries’ inability to conclude new agree- 
ments in the WTO. From this perspective, the rise of RTAs and decline of the 
WTO are not merely concurrent, but a matter of cause and effect. 


Two views on public goods: hegemonic stability versus 
global public goods 


What are we to make of the paralysis in the WTO and the concurrent prolif- 
eration of RTAs? Before examining the practical impact of these agreements 
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on the trading system, both positive and negative, it is important to place this 
development in a proper analytical context. What is at issue here is whether 
the world will continue to provide for itself the public good that is an open 
and nondiscriminatory trading system. There are also very different views on 
whether a system in which RTAs predominate can be considered a global 
public good and on how countries might best go about ensuring that the rise 
of discrimination does not undermine the WTO. 

The notion of public goods helps to explain why open markets are difficult 
to establish, how that difficulty can sometimes be overcome as a general rule, 
and what specific exceptions are then proposed to that general rule. An open 
trading system is often presented as a classic example of a public good at the 
international level, but it is an especially difficult one to establish and maintain. 
Much of the scholarship on this issue has focused principally or exclusively on 
just one aspect of the public goods problem, namely the need for countries to 
find a way of overcoming the free-rider problem. The two solutions to that 
problem require either that a uniquely powerful country step in to provide the 
public good (as posited in the theory of hegemonic stability) or that this task 
be accomplished through a more democratic approach to global governance 
(as advocated by the proponents of global public goods). 

The core characteristics of public goods remain at issue, and one should not 
take for granted that an international trading system that provides for greater 
openness will necessarily do so in a way that is both nonrivalrous and non- 
excludable. Countries may instead see the benefits of the trading system in 
zero-sum terms, and use various means—including the deliberate fragmenta- 
tion of that system into separate blocs—in an effort to capture greater shares of 
the benefits for themselves. 

The ideological orientation of free traders does not always sit well with the 
more atavistic instincts of policy makers. No matter how persuasive Adam 
Smith, David Ricardo, and their intellectual successors may have been on the 
mutually beneficial nature of free trade, elected officials and other statesmen 
from countries at all levels of economic development have repeatedly shown 
their natural predilection for an essentially mercantilist outlook on trade. As 
long as they see the trading system in zero-sum rather than positive-sum terms, 
both with respect to the national balance of trade (i.e. surpluses are seen as 
good and deficits are bad) and to the access that they enjoy to foreign markets 
(i.e. preferential access in a relatively closed market may look more attractive 
than nondiscriminatory access in an open market), policymakers are not likely 
to place as high a priority as economists do on the achievement of a truly open 
and nondiscriminatory trading system. 

When viewed through the lens of public goods theory, it is quite evident 
that the rise of RTAs challenges the assumption that an open trading system 
is nonexcludable. As an ideal, the multilateral trading system has long sought 
to achieve three objectives: the reduction or elimination of trade barriers; an 
end to discrimination between trading partners; and the universal application 
of these rules to all countries. The WTO may be nominally achieving the 
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third of those objectives, now that nearly every country in the world is either 
a member or is actively negotiating for its accession, but the proliferation of 
RTAs implies that countries are willing to sacrifice the second objective (non- 
discrimination) in pursuit of the first (liberalization). 

Almost all of the trade liberalization that has been achieved since the launch of 
the Doha Round has come about through R-TAs rather than multilateral nego- 
tiations. Countries have thus shown a preference for inherently discriminatory 
instruments that allow their members to exclude third parties from the benefits 
of these agreements. What we are increasingly seeing is a tension between a 
multilateral system in which membership is universal but new MEN liberaliza- 
tion is elusive, and a system of RT As that is growing both in size and scope, but 
in which the participating countries exclude nonparticipants from their deals. 

The theory of hegemonic stability 1s a power-centric explanation for the 
global trading system, one that stresses the vital role of a hegemon—a politi- 
cally powerful and economically efficient country that has both the means and 
the motivation to establish an open trading system. Britain played this role in 
the 19th century, and the United States in the 20th. Those who adhere to 
this view take a pessimistic view of the system as it now stands, as the United 
States no longer plays the leadership role that it did in past generations. From 
this perspective, the glacial pace of progress in the WTO and the prolifera- 
tion of RTAs—including the US decision to negotiate such agreements in 
the mid-1980s—are both symptomatic of a system in which liberalization and 
multilateralism are being replaced by discrimination and balkanization. 

This theory draws a direct connection between changes in the global dis- 
tribution of power and the rise of discrimination. Here one finds a similarity 
in the trajectories that the trading system followed during the British and US 
hegemonies, with each going through a comparable evolution in the way they 
structured their bilateral agreements. The treaties that the British started to 
negotiate in 1860 and the tariff-reduction agreement that the United States 
began pursuing in 1934 each included MEN clauses that formed the foun- 
dation of the multilateral system at the time. In their heydays, each of these 
hegemons were essential to establishing and opening up global markets, but 
each of them later turned to discriminatory alternatives when their own com- 
petitiveness declined. 

Beginning in the late 19th century and culminating in the set of restrictive 
Imperial Preferences negotiated at the Ottawa Conference in 1932, Britain 
went from negotiating bilateral agreements on a nondiscriminatory basis to 
discriminatory commonwealth agreements that threatened to undo that 
accomplishment. The United States, in turn, began to negotiate FTAs during a 
period when there were serious doubts over the country's competitive position 
vis-à-vis Japan, and some see the proliferation of RTAs as a sign of declining 
US interest in supporting the multilateral system. That development, coupled 
with the increasing difficulty that US presidents have had in gaining congres- 
sional support for any type of liberalization—multilateral or discriminatory—is 
one of the defining characteristics of the trading system today. 
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The picture looks much brighter for those who stress the need for global 
public goods, a system in which open markets and other desiderata can be pro- 
vided and maintained through collective effort. The advocates of this position 
conceive of international relations more democratically, arguing that global 
institutions have a positive function to perform and do not owe their existence 
solely to the interests of the most powerful country. This is a more optimis- 
tic outlook, one that looks favorably on both the WTO, which is a far more 
inclusive institution than was the GATT, and the rising number of RTAs. As 
stated above, nearly all countries are now either members of or applicants to 
the WTO, and the fact that many of them wish to go further still through the 
negotiation of RTAs is a positive sign. 

'The advocates of global public goods stress the collective gains over the 
individual costs of cooperation and contend that institutions such as the WTO 
need to be established and strengthened as a means of dealing with the world's 
problems. This will, they hope, provide a more enduring, equitable, and coop- 
erative basis for democratic global governance than reliance on hegemony. 
In this environment, nation states “will witness continuing erosion of their 
capacities to implement national policy objectives unless they take further steps 
to cooperate in addressing international spill overs and systemic risks" (Kaul, 
Grunberg, and Stern 1999, p.451). 

It is difficult to resolve the differences between these two schools of thought 
in an objective fashion, primarily because these are rooted in the distinct philo- 
sophical assumptions of their proponents. We will not attempt here to suggest 
that either approach is universally superior, but will instead consider how each 
of them might conceive of the problem that the trading system faces. To sim- 
plify, this can be reduced to Lawrence’s (1991) question of whether RTAs 
are best seen as “stumbling blocks” or “building blocks” for the multilateral 
system, a differentiation that is widely used today when considering the impact 
of RTAs on the multilateral trading system. 


RTAs as “stumbling blocks” 


There are two different levels at which RTAs may be seen as a threat to the 
multilateral trading system. The simplest and most traditional approach is to 
judge RTAs by the amount of trade that they either create or divert. That 
yardstick was especially apt at a time when trade negotiators dealt almost exclu- 
sively with tariffs and other border measures affecting trade in goods. A more 
complex question, and one that has become more pertinent with the expand- 
ing scope of issues in the system, is whether RTAs contribute to or undermine 
the other functions of the multilateral trading system. 

'The debate over the impact that discriminatory agreements and arrange- 
ments may have on the multilateral trading system is nearly as old as the system 
itself. Just a few years after the GATT came into being, Jacob Viner argued 
that trade creation occurs when "one of the members of the customs union 
will now newly import [an item] from the other but which it formerly did 
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not import at all because the price of the protected domestic product was 
lower than the price at any foreign source plus the duty” (Viner 1950, p.43). 
Conversely, commodities are subject to trade diversion when “one of the 
members of the customs union will now newly import [the items] from the 
other whereas before the customs union it imported them from a third coun- 
try, because that was the cheapest possible source of supply even after payment 
of duty” (Viner 1950, p.43).? The standard formula for determining the net 
benefits of any given RTA is thus a simple matter of arithmetic: does the total 
trade created exceed the value of the trade that is merely diverted? 

Economists have never reached a consensus on whether discriminatory 
agreements offer a net benefit to the trading system. There is no shortage of 
analysts who have used Viner’s logic to reach a very negative conclusion; they 
variously argue that the proliferation of RTAs may contribute to a balkaniza- 
tion of the trading system, the multiplication of competing rules of origin, and 
the creation of national constituencies that are more interested in preserving 
preferential arrangements with captive markets than they are in promoting 
new global deals. 

From the perspective of a third (i.e. excluded) party, the issue of trade cre- 
ation versus trade diversion is critically important. These parties will rarely 
experience any of the benefits from the new trade that is created but may very 
well bear the brunt of the trade-diversionary effects. These concerns may be 
especially high in the case of the current megaregional negotiations between 
the world’s largest economies, especially the TPP and the TTIP. Should these 
agreements survive the current resurgence of antitrade sentiment, they may 
act to divert trade from other countries in various ways. Those countries that 
currently engage in nonpreferential trade with the TPP and TTIP countries 
will continue to pay MEN tariffs on products that the TPP/TTIP countries 
will now trade duty-free with one another; those countries that currently enjoy 
preferential access to the TPP/TTIP markets will experience erosion in their 
margins of preference; and the impact on countries with preferential access 
may deteriorate further if the TPP/TTIP countries negotiate more favorable 
rules of origin in these agreements than one finds in other trade agreements 
and programs. 

Reliance on RTAs can also mean reducing the likelihood of reaching mean- 
ingful deals on certain topics. It is a common mistake to think of RTAs and 
multilateral agreements solely in terms of scale, on the assumption that the one 
is merely a smaller version of the other. There are instead important qualitative 
distinctions, as the contents of WTO and RTA agreements often differ greatly. 
There are some issues that cannot be effectively handled in anything short of a 
multilateral agreement. Agricultural production subsidies are the best example 
of such an issue: whereas it is quite simple to discriminate between partners 
in the application of tariffs on imports, there is no practical way to restrict the 
impact of production subsidies on some countries while exempting others. 

The question of how RTAs affect the role of the WTO in global govern- 
ance is more complicated. Although the WTO’s legislative function may be 
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important, serving as it does to negotiate agreements to reduce trade barriers 
and devise other rules, we should not forget that the institution also has other 
functions. Its judicial role is especially significant, as the WTO is widely recog- 
nized as having the most robust dispute settlement system of any international 
economic organization. While RTAs have dispute settlement provisions of 
their own, they will typically rely much more heavily on negotiated solu- 
tions to disputes—often between countries of greatly different sizes and levels 
of development. In the WTO disputes are adjudicated in the first instance 
by panelists from third countries,’ and any appeals are handled by the highly 
regarded experts in the Appellate Body. It is doubtful that any bilateral or 
regional dispute settlement system could achieve a comparable level of objec- 
tivity and professionalism. 


RTAs as “building blocks” 


The positive case for RTAs touches on some of the same issues and evi- 
dence as the negative case, but sees the data through a different lens. 
Starting from the same Vinerian problem outlined above, the friends of 
RTAs will typically argue that the trade created by these agreements 1s 
indeed greater than the trade they divert. They will usually also appeal 
to other virtues of RTAs, noting that these agreements deal with new 
and complex issues and thus establish precedents for the inclusion of new 
subject matter within the scope of trade policy. Some argue that discrimi- 
nation can serve to advance issues that might otherwise stagnate and to 
make agreements more enforceable. 

Just as RTAs have grown in number, they have also expanded in scope and 
in depth. They may arguably have been “light” agreements during the first 
waves of bilateral and regional trade negotiations, when many of them were 
partial scope agreements, but this is no longer the case for most RTAs. They 
often contain disciplines that are wider in scope, deeper in their integration, 
and significantly more sophisticated than those of the multilateral trading sys- 
tem. They may cover areas not yet regulated by the WTO, such as investment, 
social and environmental issues, and regulatory coherence. Some RTAs also 
take innovative approaches to dealing with supply chains and the fragmenta- 
tion of value addition in the global economy. 

It would be a mistake to consider the third-country impact of the megar- 
egional agreements solely in Vinerian terms. First, the current level of MFN 
tariffs is relatively low: many of the items imported by the European Union, 
Japan, and the United States are either duty-free on an MFN basis or face 
MEN duty rates that are so low as to constitute a nuisance rather than an obsta- 
cle. Many of the exceptional products that remain subject to relatively high 
tariffs, and hence may be most susceptible to real trade-diverting effects, are 
in fields that the major developed countries have almost entirely abandoned 
(e.g. apparel and leather products). These agreements are thus more signifi- 
cant for what they achieve on nontariff topics. Issues such as the regulation 
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of trade in services, investment, competition policy, and intellectual property 
rights are likely to have an even greater impact on trade and investment in 
the 21st century than tariffs did in the 20th century, and the megaregional 
negotiations could fashion the template for new deals on these issues. 


Toward a more pragmatic approach 


Through the history of the multilateral trading system, there has always been a 
gap between how its members treat discrimination in principle and in practice. 
The elimination of discrimination is supposed to be one of the core objec- 
tives of the multilateral system. That is evident from the preambles of both 
the GATT and the WTO, each of which called for “the substantial reduction 
of tariffs and other barriers to trade and . . . the elimination of discriminatory 
treatment." The original GATT negotiators followed up by making universal 
and unconditional MEN treatment the core principle of the GATT, enshrining 
it in Article I. 

From the very start, however, trade negotiators have also provided for 
the negotiation of discriminatory agreements that ran counter to the MFN 
principle. GATT Article XXIV allows for the negotiation of FTAs and cus- 
toms unions, and since 1979 this loophole has been supplemented by the 
Decision on Differential and More Favorable Treatment Reciprocity and 
Fuller Participation of Developing Countries—better known as the Enabling 
Clause—intended to facilitate the negotiation of RTAs among developing 
countries. Later developments include Article V of the General Agreement 
on Trade in Services (GATS), which is essentially a repeat of GATT Article 
XXIV, and the inauguration in 2006 of the WTO’s “transparency” mechanism 
for RTAs. All of these instruments facilitate the reconciliation of discrimina- 
tion with the multilateral system, legally if not philosophically. 

All WTO members look with suspicion on other countries’ RTAs but 
are even more strongly committed than ever to protecting their own RTAs. 
The result has been the creation of a system that requires the notification and 
examination of these agreements and also imposes certain standards that these 
agreements are required to meet, but there has never been any serious effort 
made in the GATT or the WTO systems to ensure that these standards are 
enforced. An RTA is required to cover “substantially all of the trade” between 
the countries that conclude it, for example, but there is no consensus on what 
constitutes “substantially all.” Thus, agreements are (usually) notified, and 
(slowly) examined, but never with any credible threat that they might be found 
not to meet the legal obligations established in GATT Article XXIV and/or 
GATS Article V. 

We argue that the question is not so much whether the WTO can or should 
discipline RTAs, but rather how the WTO could embrace RTAs and build 
upon them. In other words, how can we mitigate the real challenges posed 
by RTAs while harnessing the many opportunities that RTAs create for sus- 
tainable development? The WTO has much to learn from RTAs and much 
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to offer them as well, and the same can be said of RTAs vis-a-vis the WTO. 
Exploring these interactions goes beyond the simple requirements of GATT 
Article XXIV or GATS Article V. 

We need to start from the premise that RTAs are here to stay and will 
continue to proliferate in the near future, no matter what happens to such 
high-profile initiatives as the TPP and TTIP. How then might we make RTAs 
and the WTO more responsive to each other? What should be developed is a 
more organic relationship between the WTO and RTAs. RTAs need not be 
dismissed as second-best options and should instead be recognized as valuable 
in their own right. Indeed, today’s RTAs have the potential to be as complex 
and sophisticated as the WTO, and there is a body of rules and practices that 
have been developed at the regional level that the multilateral trading system 
could benefit from. In essence, a new approach to the relationship between 
the WTO and RTAs should be put in practice to allow the multilateral and 
regional frameworks to mutually reinforce one another. 

One approach would be to help countries “multilateralize” their RTAs under 
the auspices of the WTO. That is much easier said than done. Multilateral trade 
talks now tackle multiple issues and involve an ever-growing number of coun- 
tries. In this context, the multilateralization of RTA regulations would most likely 
require changes to the WTO’s negotiating modalities, including a shift away from 
the unanimity rule and the “single undertaking” principle to enable deals to be 
struck more quickly among a critical mass of members. Such a coalition would 
need to encompass at least some of the largest trading nations to have a meaning- 
ful impact. The multilateralization process could start as a plurilateral agreement, 
whereby a subset of WTO members commit to a binding set of rules that applies 
only to them and that can be enforced in a WTO dispute settlement system. The 
members that choose not to join the deal would not be bound by its requirements, 
although they may benefit from it. This process would be fully voluntary, but 
discussions about multilateralization could be encouraged through various fora. 

Among the fora that might foster such a process is a dialogue program 
launched by the International Centre on Trade and Sustainable Development 
(ICTSD) and called the E15 Initiative (E15), which has brought together a 
significant number of international experts in a series of policy dialogues that 
are geared toward strengthening the global trade and investment system.* One 
product of this initiative has been a proposal put forward by the Inter-American 
Development Bank to establish an RTA Exchange, a dedicated clearing-house 
of information on regional and bilateral deals and a place to discuss all matters 
related to regional trade pacts, their rules and practices (see Box 11.1). 

Such an RTA Exchange could feature inter alia an annual forum in which 
countries share their best practices and discuss challenges they have faced in 
negotiating and implementing their RTAs. The RTA Exchange could also 
include an informative and interactive website that would be filled with RTA- 
related data, information, and fresh ideas for policymakers, companies, and 
analysts to employ. 


The multilateral trading system 233 


Box 11.1 The RTA Exchange 


e Discussions among E15 experts on RTAs led ICTSD and the IADB, 
joined subsequently by the Asian Development Bank (ADB), to pro- 
pose and support the creation of the RTA Exchange, an initiative 
whose basic contours were agreed during the last WTO Ministerial 
Conference at Bali, in December 2013. 

e The RTA Exchange is being conceived as an independent plat- 
form to systematically explore the possibilities for convergence and 
coherence between RTAs and the multilateral trading system, thus 
building synergies between them. It is intended to be developed 
into a leading forum where relevant actors in the RTA world and 
the WTO—negotiators, policy makers, analysts, regional develop- 
ment institutions, NGOs, and private sector representatives—could 
converge both physically and virtually to share experiences, ideas, 
insights, and proposals to make RTAs and the WTO more respon- 
sive to each other. 

e = The services of the RTA Exchange could be made available to all as 
a “public good” and this will certainly benefit the smaller developing 
countries that are often outsiders to RTAs and typically face more 
constraints in accessing the knowledge and information needed to 
engage fully in these debates. It is being structured based on the fol- 
lowing main components: 


(a) A web-based interface; 

(b) A policy-oriented research and analysis program to be carried 
out by the participating institutions; and 

(c) A regular dialogue and experience-sharing program for policy 
makers and practitioners. 


e The RTA Exchange aims to become a “knowledge broker”; it 
will build as much as possible on existing information and analysis, 
but will also undertake specific research where gaps exist and fresh 
analysis is required to advance the “convergence” role of the RTA 
Exchange. 

e Ultimately the aim of the RTA Exchange, as indicated before, is to 
provide a venue where interested stakeholders from the RTA and 
WTO would interact with each other, discuss relevant policy issues 
around RTA convergence, and identify options to multilateralize 
best practices or, as appropriate, regionalize best multilateral prac- 
tices. It could provide this service through a combination of annual 
conferences, informal roundtables, briefing sessions, expert meetings, 
and regional dialogues. 


(continued) 
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e Finally, it is important to underline that although the RTA Exchange 
could well develop in the future as a new, independent “institution,” 
the initiative is currently being undertaken by a “consortium” of 
three institutions, namely the Inter-American Development Bank, 
the ADB, and the International Centre on Trade and Sustainable 
Development, ICTSD. 


Source: Suominen (2014). 


These proposals would not provide a complete solution to the problem, but 
would at least offer further opportunities for countries to incorporate the best 
of the RTAs into the multilateral system. Or to cast them in the language of 
public goods, they could offer means by which the countries that have come 
together to provide regional public goods can discuss better ways to make the 
benefits of those public goods more global. 

To conclude, the principal questions that we have dealt with here are 
(1) whether RTAs are best seen as complements or as substitutes for the WTO, 
and thus (2) whether RTAs serve to supplement or undermine the contribu- 
tion that the WTO makes to global governance. The perspective that one takes 
on these questions depends in part on how one chooses to view the public 
goods aspects of the problem. If one takes a power-centric view of the system, 
stressing the need for leadership and a central role for the WTO, the rise of the 
RTAs appears to be a challenge or even a threat. From this perspective, RTAs 
are problematic efforts to transform a true public good into an excludable club 
good, and one that undermines the WTO in numerous ways. 

If one instead sees the issue through the lens of global public goods, those 
same developments seem more like an opportunity. From that perspective, 
RTAs allow like-minded countries to pair up in an effort to go farther than 
the negotiating environment of the WTO will allow, while also allowing them 
to demonstrate to the rest of the WTO membership what might be done on 
new issues. 

We argue that the net value of RTAs depends on whether countries have 
the wisdom and the will to incorporate them more fully into the multilateral 
trading system. While it is important to acknowledge the challenges that RTAs 
pose, insofar as they not only compete with the WTO but may indeed act to 
undermine it, one must also recognize that they have the capacity to buttress 
the global trading system. If countries manage to make the most of this oppor- 
tunity, they will endorse the hopes of those who call for the strengthening of 
global public goods, and help move both the WTO and RTAs toward rein- 
forcing and “embracing” each other, and to enhance the positive contribution 
each can make to a more solid and stable multilateral trading system. 
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Notes 


1 Note that all data on RTAs presented here is based on the WTO’s Regional Trade 
Agreements Information Systemathttp://rtais.wto.org/UI/PublicMaintainRTAHome. 
aspx, which is in turn based on the information that members provide to the secretariat. 
It does not include any RTAs that, for whatever reason, may not have been notified. 

2 It should be noted that while Viner wrote only about customs unions, his argument 
was equally applicable to FTAs and other forms of RTA. 

3 Note that some RTAs do provide for the use of third-country panelists to adjudicate 
trade disputes between the parties, but this would appear to be the exception rather 
than the rule. This approach may be more common in the specific case of investment 
disputes, where RTAs often provide for referral of a case to the International Centre 
for the Settlement of Investment Disputes (ICSID) or other established bodies. 

4 The E15 Initiative (E15) was launched in 2011 by the Geneva-based International 
Centre on Trade and Sustainable Development (ICTSD). 
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Old and new regions in a 
multiplex world 


12 European regional public goods 


Insiders and outsiders 


Michelle Egan 


Introduction 


European integration has been struggling over the past decade due to a series 
of crises that has challenged the ability of the European Union (EU) to deal 
with the resulting political and economic volatility. Concerns about negative 
growth, rising inequality, and prolonged austerity, along with migration pres- 
sures from streams of refugees entering Europe, have created a climate where 
growing divisions have led to the southern periphery—lItaly, Portugal, Spain, 
and Greece—shouldering the brunt of the economic and migration burden. 
As the EU member states hit hardest by the recent economic crisis respond to 
the extended influx of migrants reaching their shores, heated debates have been 
sparked about financial burdens, with widely differing views about the need for 
Europe-wide policy coordination. Unlike in the areas of trade and finance— 
where EU member states have been willing to expose their economies and 
societies to exogenous, competitive pressures, driven by treaty-based com- 
mitments to create a single continent-wide market—no such liberal regime 
has emerged for migration, where the model is one of closure and boundaries 
(Ferrara 2005). While European integration has promoted cross-border coop- 
eration to improve social outcomes, public goods are increasingly excludable 
as the EU simultaneously dissolves internal borders while hardening external 
borders. What we see in Europe is a dualism between insiders and outsiders: 
national membership confers specific advantages in terms of access to regional 
public goods, while national citizenship confers market and social rights that 
are not afforded to those outside the bloc to the same degree. Regional public 
goods may also lead to stratification between insiders and outsiders not just as 
a consequence of membership but due to constraints and exclusions within the 
EU itself, raising questions about the dynamics of "free riding," as well as the 
unintended consequences of providing public goods in a heterogeneous pol- 
ity with distinct economic and policy preferences and ideologies (Bonoli and 
Natali 2012). Does the provision of regional public goods in Europe reflect 
the preferences of some states over others? How can the provision of regional 
public goods generate democratic legitimacy, foster economic development, 
and ensure credible commitments in a climate of austerity and. populism? 
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For Europe, with its deeply institutionalized structure, it is not the scope and 
provision of regional public goods, it is evaluating their effectiveness across dif- 
ferent national contexts and dealing with the resulting backlash against efforts 
to provide collective action that encroaches on national autonomy. 

This paper focuses on the provision of regional public goods (RPGs) within 
the EU, by examining the interrelated issues of trade, integration, and eco- 
nomic development in a climate of increased austerity and social dislocation. 
This chapter is organized as follows. Part 2 discusses the range of RPGs in 
Europe. Part 3 focuses on the evolution of trade integration and regional and 
social policy as two case studies. Part 4 emphasizes the impact of constraints on 
public finances in providing RPGs. Part 5 discusses the evaluation and impact 
of RPGs so as to highlight both the weakness and strengths of policy design 
and instruments, as well as the impact of sequencing on the provision of public 
goods. Part 6 then concludes. 


The evolution of regional public goods in Europe 


For more than six decades, the EU has been a major driver of regionalism, 
creating an array of formal institutions and collaborative mechanisms to pro- 
mote RPGs. European integration has promoted a range of goods and services 
in environmental, transportation, social, and regional policy that are clearly 
identified as European public goods.! The EU has pushed forward with efforts 
to create a single market by addressing barriers to trade, coordinating common 
policies to prevent externalities, and seeking to address economic imbalances 
by promoting regional and social coherence. In contrast to many other regional 
efforts, the EU has also enhanced economic, political, and social rights, through 
legal provisions including the EU Charter of Fundamental Rights that provides 
guarantees for EU citizens, from freedom of association to data privacy. This 
has shifted the EU from primarily a market-centered project to one that is 
concerned about social citizenship, distributive justice, and democratic legiti- 
macy. Although the EU was once considered one of the foremost proponents 
of RPGs, officials have struggled to build on this promise in the last decade, 
during which they established a new treaty, shored up banks, improved fiscal 
surveillance, and have tried to address declining competitiveness, rising labor 
costs, and flagging economic performance. Fiscal austerity has mobilized popu- 
list anti-austerity parties that have gained in the polls in countries facing large 
immigration flows, and huge sovereign debt. Frustration toward European 
integration—which is often used as a scapegoat for the failures of effective 
governance—and political dissatisfaction have hampered collective action to 
address Europe’s challenges. 

Yet the current narrative on Europe masks the degree to which the provi- 
sion of public goods is both a central element of European economic recovery 
and a key building block for European integration. Recent initiatives focus 
on improving competitiveness, investment, and economic development so 
that European public goods provide an ever-expanding range of supply-side 
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improvements.? With public investment below pre-crisis levels in Europe, 
such efforts to stimulate economic growth face budgetary challenges as well 
as concerns about crowding out private investment. Although public goods 
perform the classic functions of stabilization, redistribution, and allocation, 
the promotion and impact of public goods provision is a key issue for pub- 
lic administration and economic development scholars, bearing in mind the 
imposition of austerity measures in the aftermath of the global financial crisis. 

Although the debate about public goods has been dominated by theories 
of federalism—particularly fiscal federalism, which concerns the assignment 
of competences to different jurisdictions within nation states—the roles and 
functions of the state have changed, which requires a reconsideration of the 
role and provision of public goods to include the regional dimension.’ The EU 
has provided both tangible and nontangible public goods that include physical 
infrastructure such as trans-European networks aimed at modernizing services 
and markets;* economic development measures to reduce regional income dis- 
parities? provision of guaranteed public services to ensure access, fairness, and 
transparency;^ protection of consumer welfare; macroeconomic stabilization; 
fair market access; and external border control and burden-sharing mechanisms 
to deal with issues that go beyond territorial boundaries’ (see Table 12.1). 


Table 12.1 Range of European Public Goods 


Sectors Functions 
Trade Apply common external tariff, remove trade barriers, free 
movement provisions, reduce transactions costs, expand domestic 
market, facilitate trade, and apply common product standards 
Competition Ensure fair market access, prevent private distortions through 
policy monopolistic or predatory behavior, provide level playing 
field, protect consumer welfare, prevent public distortions 
through state aid and subsidies to protect market integration, 
assist interstate trade, and maintain effective competition 
Transportation Ensure interoperability, reduce costs, apply common patent 
and rules, safeguard consumer rights and provide security, 
communication intermodal transportation, cross-border services, digital access 
Product safety, Ensure market surveillance, product recall, quality, reliability, safety, 
health, transboundary cooperation, registration, testing, and certification, 
environment and avoid race to bottom and negative externalities 
Regional Promote economic convergence, territorial cohesion, aid to 
economic specific distressed sectors, and investment, and reduce regional 
development disparities in income and wealth 


Economic and 
fiscal 


Internal security 


Promote macroeconomic stabilization, recapitalization of banks 
and stress tests, banking union, exchange rate coordination, 
stability and growth pact (SGP), broad economic policy 
guidelines (BEPG), and fiscal compact 

Promote European Arrest Warrant, common asylum regime, 
partial common visa regime (Schengen), collective border 
control (Frontex), judicial cooperation, and police cooperation 
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Competences and public goods 


Defining what should be included within the framework of public goods in 
the EU is complicated, as some would argue that it is constituted by the redis- 
tributive functions of the EU, such as cohesion policy and fiscal transfers, while 
others would include the provisions of competition policy, macroeconomic 
stabilization, and internal market liberalization. Finally, collective defense 
and security are also often considered key public goods (Thielemann and 
Armstrong 2013). The problem in this context is that competences to provide 
specific public goods within the EU are mixed. While formally the Lisbon 
Treaty outlines exclusive, shared, parallel, and mixed competence between the 
EU member states and the EU itself, in practice there are difficulties in drawing 
relevant borderlines that are not based on purely legal considerations (Rosas 
2014). As the most densely integrated regional integration project, the EU 
has increasingly taken on new responsibilities, expanding its policy reach into 
areas traditionally associated with national authorities that results in allocation 
of new competences at the regional level, whether through political necessity 
(banking supervision, fiscal surveillance, and capital markets union), formal 
treaty changes (environmental and monetary policy), or integration through 
stealth (tax coordination, pensions) where inherent state prerogatives have 
become Europeanized (Majone 2005). Having designated trade initially as a 
public good, the EU then found that it needed to embrace new functions as 
increased cross-border trade and financial flows pushed for greater regulation 
of exchange rates and foreign direct investment, as well as environmental and 
consumer protection to deal with compound problems of anonymity, com- 
plexity, and concentrations of power to preserve market integration. Many 
processing, distribution, and consumption networks are distant from local pro- 
duction, generating a need for greater surveillance. The EU has increasingly 
provided assurances about quality, reliability, and safety through laws, regula- 
tions, and standards, as well as providing rules governing competition through 
the regulation of monopolies, the restructuring of industries, and the facilita- 
tion of new market entrants. 

From an initial focus on a common market with a common external tariff, 
along with a treaty-based commitment to common commercial, competition, 
and agriculture policies, the transfer of policy competences from the national 
to the EU level has created a pattern of differentiated integration. Analysis of 
RPGs therefore needs to take account of the dynamics of differential versus 
unitary coverage. Since the EU has exclusive competence in fisheries, mon- 
etary policy, trade and competition, shared competence in the internal market, 
social and environmental policy, justice, safety, and transport, and supporting 
competence in health, education, and culture, the provision of RPGs will 
be impacted by the degree of enumerated powers. This is the case because 
domestic and political choices have restricted certain transfers of power to the 
regional level, leading to variations in terms of financial commitment, regula- 
tory capacity, and political incentives to contribute to their provision. While 
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RPGs are created to address the unmet needs of society and aim to address 
complex political or societal issues through collective choice, much of the 
language of public goods tends to assume that policies can evolve on a tabula 
rasa, When in reality there is already an existing body of laws, policies, and 
practices. Past policies thus become an important part of the environment in 
which RPGs will emerge. While the transfer of institutional authority to the 
regional arena may be a means of fostering increased coordination, the inter- 
organizational politics of adjustment and accommodation are important factors 
in overcoming the joint-decision trap in which suboptimal outcomes may 
occur if specific states feel that the status quo is more advantageous than the 
newly proposed coordinated policies (Scharpf 1998). To overcome gridlock in 
negotiations, the production and consumption of RPGs may not be uniformly 
applicable across all jurisdictions. However, this insider/outsider model may 
not undermine the internal market, the economic, social, or territorial cohe- 
sion of the EU, nor result in bias or discrimination in trade and competition 
between member states. 


Case studies: trade and market integration and regional and 
social policy 


The economic goals of the original European Economic Community (EEC) 
were to eliminate protective barriers, curtail state monopolistic practices, and 
harmonize legislation to facilitate a common market. Though the economic 
freedoms of the EEC Treaty focused on a system of undistorted competi- 
tion, driven by criteria based on the principle of nondiscrimination, the EU 
recognized the importance of collective economic development in the Treaty 
of Rome. In its preamble, it sought to “strengthen the unity of their econo- 
mies and to ensure their harmonious development by reducing the differences 
existing between the various regions and the backwardness of the less favored 
regions” but provided limited institutional commitment toward this goal in 
that founding document. In fact, the goal of embedded liberalism was to ensure 
that trade liberalization was not in conflict with the broader provision of public 
welfare at the national level, so that market integration would benefit from 
increased social legitimacy (Ruggie 1982; Polanyi 1944). 


Trade, welfare, and market integration 


The EU has focused on constructing a “barrier free” market for the free flow 
of goods, capital, labor, and factors of production over the past seven dec- 
ades, beginning with a common external tariff and customs union and then the 
removal of nontariff barriers. The EU has tried to address differences in cross- 
jurisdictional markets, ensuring that national standards and laws did not impede 
cross-border trade through enforcement of treaty commitments. Achieving the 
free movement of goods, persons, services, and capital (the “four freedoms") 
was difficult due to the requirements for unanimity that led to much political 
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gridlock in the early period of regional integration (Egan 2001). Harmonization 
of policies proved both cumbersome and politically contentious. In response, 
the Court of Justice of the European Union (CJEU) provided the means to 
facilitate integration with the concept of mutual recognition.” This meant that 
states could retain their own domestic standards within their own jurisdiction 
but could not prevent the sale of goods and products that were deemed mutu- 
ally equivalent in practice. Though mutual recognition provided for mutual 
reciprocity of rules, it is based on a high degree of trust, and a minimal conver- 
gence of regulatory objectives. Subsequently, the single market made progress 
in goods flows and capital flows, but liberalization of services and labor lagged 
behind due to political resistance. Efforts to promote labor mobility have 
included mutual recognition of professional qualifications, pension portability, 
and social security coordination, and labor rights have been extended to seasonal 
workers, students, pensioners, and the self-employed provided that they did not 
create a burden on the host state. All the same, such labor mobility is more lim- 
ited than in the USA (Barslund, Busse, and Schwarzwälder 2015). Opposition 
has grown in many states to labor mobility, amidst concerns about access to 
welfare benefits and cheaper labor costs, causing a surge in anti-immigrant sen- 
timent and the consequent EU-imposed mobility restrictions on Bulgarian and 
Romanian workers for seven years after their countries’ accession. Services have 
been more controversial, as barriers to establishment rights and free movement 
of services have led to restrictions on market entry, increased resource costs, 
and discrimination between incumbents and foreign providers across a range 
of professional, business, and commercial services. The EU has managed to 
open up utilities to market competition: battered by weak demand and techno- 
logical changes, the privatization of public monopolies and their infrastructure 
networks across Europe has brought to the fore the conflict between market 
freedoms and “public service” objectives. 

Even if liberalizing public service markets strengthens general welfare, the 
prospect of mutual recognition of cross-border services and rights of establish- 
ment (to provide services beyond country of origin) has generated anxiety and 
protest over job losses and délocalisation (outsourcing). Protest against service 
liberalization has been compounded by increased regulatory heterogeneity 
among member states after enlargement. Redistributive issues often over- 
shadow efficiency concerns in European debates, as service liberalization puts 
pressure on the national job market—simply by using the services freedom, 
labor from Central and Eastern Europe (CEE) could work on a temporary 
basis based on home-country wages, thus undercutting local employment 
practices and wages. While very differently regulated service providers might 
work simultaneously side-by-side with local providers, this may also generate 
significant redistributive consequences (Schmidt 2009, 2012). In this case, the 
economic decisions of a sole member state are likely to generate externali- 
ties in the single market. Not all legal entitlements generate broad RPGs, as 
mutual recognition as a market solution to regulatory diversity may help abol- 
ish labor market rigidities, exploit wage differentials, and provide competitive 
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advantages for specific member states at the expense of those rules providing 
high levels of social protection. As this illustrates, the pursuit of one public 
good can conflict with the provision of another. 


Regional imbalances, social cohesion, and economic development 


Historically, efforts to promote economic development and address inequali- 
ties within the EEC were initially limited (Hooghe 1996). The expectation was 
that regional economic development would be the responsibility of the mem- 
ber states, although there was some recognition that divergent development 
would have critical social and political consequences for the nascent regional 
integration project. While the founding six members wanted to address low 
productivity, improve communications, and electrical power in order to 
increase living standards and industrial development, the only direct promotion 
of regional policy was through the mandate of the European Investment Bank 
(EIB) (Lewenhak 2012). The EIB initially made loans to poor regions, drafted 
as a protocol to the Treaty of Rome based on capital contributions from mem- 
ber states.” The EIB has been successful in obtaining funds for Community 
projects from international financial markets, providing both individual and 
cross-border assistance for projects, functioning as both a financial institution 
and development institution (Lewenhak 2012, p.6). 

However, the persistent differences in per capita GDP and unemploy- 
ment rates within regions have pushed the EU to increase its direct role in 
regional policy. With each subsequent enlargement, the EU has provided new 
instruments and funds to address the potential distributional effects of greater 
competition as a result of membership of the larger market. This focus on 
regional economic development was the result of the first accession, which 
incorporated Ireland, Denmark, and the United Kingdom into the union in 
1973—the latter advocated for the European Regional Development Fund 
to address regional disparities through grants rather than loans, which became 
operational in 1975. There were concerns that these grants could become sub- 
stitutes for national regional funding rather than a reflection of the policy’s 
original intellectual and economic motivations. As a result, what began as a 
way of addressing market failures and disequilibrium shifted, as regional funds 
were associated with single market objectives and viewed as “side payments” 
assuring the active support of peripheral countries (Behrens and Smyrl 1999). 
As Pastor (2001) notes, “roughly 85% of ERDF-funded projects in the 1970s 
and 1980s were used for infrastructure, and 91% of its funds went to the poor- 
est regions in five countries—France, Germany, Italy, Greece, and the United 
Kingdom,” but this funding was significantly smaller than that allocated to agri- 
cultural policy. The funds were subsequently doubled in the wake of efforts to 
promote the single market program as the scope and mandate was transformed 
to address the potential costs of greater liberalization and competition for less 
developed economies. Under the Delors I Package, RPGs became an increased 
priority, in that the goals for cohesion were fundamental to the EEC project 


246 Michelle Egan 


in terms of addressing convergence of basic incomes, rates of employment, and 
competitiveness, and promoting human capital to provide advantages for the 
EEC as a whole (European Commission 1996). The Delors II Package, cre- 
ated in the context of the Maastricht Treaty, created two more instruments, 
the European Investment Fund and the Cohesion Fund, for the benefit of the 
four poorest countries in the union at the time (Spain, Greece, Portugal, and 
Ireland). The use of cohesion funds has led to an expansion of objectives for 
cohesion policy to different target areas or issues so that most member states are 
eligible for some aid, raising concerns about the optimal allocation and target- 
ing of funds. Thus, the expansion to include Austria, Sweden, and Finland led 
to the inclusion of adjustment funds for sparsely populated areas, something 
that allowed for funds to be directed to the Nordic states and hence broadened 
the base of recipients. 

The subsequent inclusion of countries from CEE into the EU necessitated 
the reallocation of funds to facilitate this enlargement. Though funding was 
available pre-accession through the PHARE and SAPARD programs, cohe- 
sion policy has been declining in real terms as states have been reluctant to 
raise the overall amount of funds for structural programs." However, in all of 
the new member states, a fully fledged regional policy has evolved, together 
with the creation of new regional administrative structures. Yet there remain 
reservations about the overall size and beneficiaries of cohesion policy in an 
enlarged EU. For some states, a sharp reduction in funding has impacted their 
programs: over the last decade, Spain has seen a 42% reduction in cohesion 
policy allocation and Britain one of 46%, which has led to governments seek- 
ing more public-private partnerships so as to make better use of more limited 
resources (Morata and Popartan 2008; Chapman 2008). For some states this has 
meant that the EU shapes the selection of projects due to their dependency on 
EU funding, whereas in other cases, EU funds have been more closely aligned 
with national economic development policies. 

Similarly, social policy initiatives were also rudimentary in the early years 
of European integration. While the European Social Fund (ESF) was initially 
created to increase worker geographic and occupational mobility, and then 
vocational training, it was viewed as a marginal tool relative to market inte- 
gration. Much of what the EU has promoted at the regional level is social 
regulation rather than social citizenship, as social entitlements have remained 
national (Majone 2003). Though there is recognition that regional policies can 
create dividends in terms of economies of scale, stabilizing financial systems, 
and security of supply, creating value through cooperation in areas beyond 
trade depends on a variety of factors including existing patterns of welfare 
systems and financing. The EU illustrates that providing RPGs requires a high 
degree of trust and equitable solutions, as well as substantial targeted resource 
commitment to overcome collective action problems. Yet surveys show that 
most citizens perceive industrial policy as a national issue and are unaware of 
the levels of European contributions; despite the largest amounts of European 
funding directed toward some of the poorest regions in Britain, the British 
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population voted to leave the EU in large numbers in the 2016 referendum. 
Funds for science, agriculture, and education will initially be matched through 
domestic budgets, but questions have been raised about the ability to sustain 
adequate levels of domestic investment. 


Financing public goods in a climate of budgetary austerity 


What types of RPGs are feasible given the increased budgetary constraints and 
imposition of austerity measures in EU member states? Most analysts focus on 
the limited size of the EU budget to illustrate that it is roughly 1% of GDP, and 
hence does not have the same macroeconomic impact as in federal states such 
as Germany and the United States. Only in monetary affairs does the EU have 
significant power, setting monetary policy through the European Central Bank. 
'Thus the EU cannot provide the same type of public goods as states due to its 
limited public finances and administrative capacity. At roughly €142 billion in 
2014, the EU budget is significantly larger than the national budget of 17 of 
its 28 member states, and accounts for an estimated 60% of total public capital 
expenditure in Portugal, 48% in Greece, and 24% in Spain (Robinson 2009). 
The European Structural and Investment Funds have become the main source 
of public investment in some states that have undergone extensive budget cuts 
as public debt levels have exceeded 100% of GDP. In the EU as a whole, 
investment declined by 20% in real terms between 2008-2013 as public invest- 
ment rates dropped by 60% at the national and regional level in Spain, Ireland, 
and Greece (Dijkstra 2014). However, expenditures are larger than the actual 
EU budget due to the leverage that investment policies can provide through 
a mixture of long maturities, low interest rates, and sovereign guarantees to 
attract additional funding and investors. In the case of cohesion policy, the EU 
operates on principles of partnership and additionality, wherein EU funds are 
administered through partnerships in the region, thus leveraging local resources, 
and the funds must be additional to those of member states and cannot be sub- 
stitutes for national funds (Hooghe 1998). 

Budget debates have always been contentious within the EU as contribu- 
tons are partly based on gross national income (GNI), with the question of 
budgetary imbalances leading to requests for rebates. This has been amplified 
in the current economic crisis, given that the budget is viewed as a tool of 
solidarity for net beneficiaries that are opposed to additional conditions being 
imposed on budgetary transfers, and a tool of growth by net contributors, 
which want more targeted spending cuts, given domestic austerity measures. 
However, redistribution of EU GNI across member states is not an explicit 
target of the EU budget as expenditures are based on specific strategic priorities 
and eligibility criteria, which have changed over time (see Table 12.1) (Allen 
2008). Nor are all EU policies financed from the EU budget: some policies 
are financed by member states through their national budgets, making per- 
formance evaluation extremely complex. Yet an EU-wide budget financed 
almost entirely by member state contributions reduces the fiscal autonomy of 
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the EU and creates a situation where the increasing emphasis on "just return” 
has increased budgetary conflict, making it difficult to review spending priori- 
ties as the budget is still heavily focused on agriculture and cohesion policies." 

However, the fiscal powers of the EU can be enhanced by the matched 
funding principle so that additional funding is provided by member states or 
private lenders, which increases the leverage generated by grants and loans 
from the EIB. The recent growth in EIB loans has coincided with a period 
in which the EU budget has widely been perceived to be under pressure, and 
is substantially greater than funds provided for EU regional policy (Robinson 
2009). Since it offers long-term loans at low interest rates, the EIB is actually 
the dominant source of finance in many infrastructure projects, since it pro- 
vides loans totaling some €40 billion per annum and facilitating around €200 
billion per annum in expenditure." 

Given continued low levels of investment, the EU launched its Investment 
Plan in 2014 in response to the economic crisis. However, member states have 
been reluctant to fund such a large public goods project." As states have under- 
gone successive rounds of domestic public spending cuts, with austerity measures 
falling on the heavily indebted states in southern Europe, the plan is meant to 
kick-start growth. The goal is to use public guarantees to stimulate and attract 
private investment to provide RPGs, even though record low interest rates could 
provide specific opportunities to enhance investment in national public goods in 
less fiscally restrained countries.” The plan focuses on improving the single mar- 
ket by removing barriers to investment, providing access to capital for SMEs, and 
supporting long-term strategic infrastructure projects. There are concerns about 
whether R.PGs are the optimal solution for promoting European recovery. In 
fact, the EU public funds that are being touted for this new initiative are not new 
funds, but rather have been shifted from other parts of the EU budget. The issue 
of geographic allocation of investment projects is also at issue, as investors will 
likely gravitate to more stable economies rather than crisis-ridden economies, 
despite their pressing need for additional economic stimulus.'^ 


Evaluation and impact of regional public goods 


There has been increased attention given to the role of performance evalua- 
tion and impact assessment within international organizations, driven in part by 
the public sector managerial reform movement, which has promoted indicators 
and measures to improve the efficiency and effectiveness of program objectives. 
Much of this literature for the EU has focused on implementation and compli- 
ance, in which the institutionalized system of cooperation in the EU is based on 
two different approaches: the growth of legalism, with attention to the effective 
transposition, implementation, and enforcement of laws, and the complementary 
development of nonlegally binding codes of conduct, recommendations, and 
peer review as relative "soft law" means to foster compliance with legal, admin- 
istrative, and economic objectives within the EU (see Table 12.2). Some RPGs 
are subject to hard sanctions, whereby the entry criteria for monetary union 


Table 12.2 Mechanisms and Instruments for European Public Goods Provision 


Trade and Market Integration 


Regional and Social Policy Cohesion 


Instruments: treaty articles, Art. 4 TFEU, 
articles pertaining to free movement 
of labor, goods, services, capital, and 
competition 

Common External Tariff 

Objectives: Four Freedoms (goods, capital, 
services, labor, rights of establishment); 
market access, reduce protectionism and 
trade barriers 


Uniformity of coverage (except euro and 
Eurozone monetary policy) 


Mechanisms: administrative and regulatory 
agencies, delegated acts, directives 
and regulations, mutual recognition, 
harmonization (regulatory approximation), 
delegation to private sector 

Compliance: litigation, alternative dispute 
resolution mechanisms, scoreboards, 
transposition rates (hard and soft law 
mechanisms) 


Prevent market distortions: use of trade 
remedies to protect single market: 
competition rules, notably state 
aids within single market and anti- 
dumping, bilateral safeguard measures, 
countervailing duties on third countries 

Evaluation and Performance: single 
market scoreboard, regulatory impact 
assessment, simplification of single 
market measures 

Sequencing: capital expected to follow 
other freedoms; in reality, goods and 
capital more liberalized, services lagged, 
and labor mobility constrained by 
domestic political considerations 


Continual expansion of reach of single 
market over time to include new 
issue areas and policy domains, due to 
economic spillovers, and technological 
developments 


Instruments: loans, quota system, 
financial instruments, co-financing, 
public-private partnerships 


Objectives: regional economic 
development; Social cohesion in 
Treaty of Rome preamble; Lisbon 
Treaty and Europe 2020; territorial 
cohesion; social cohesion based on 
income disparities and need for social 
inclusion; and economic development 
through high GDP growth, 
employment, and competitiveness 

Selective coverage based on eligibility 
criteria; specific objectives for funding; 
75% of average GDP 

Mechanisms: partnership, additionality, 
concentration and programming, 


subsidiarity 


Compliance: suspension of cohesion 
funds for excessive deficit under 
cohesion fund regulation, cooperation 
and verification mechanism (CVM) 
for Bulgaria and Romania 

Prevent market distortions: competition 
policy and regional aid review of 
scope of public authorities to invest in 
infrastructure without infringing the 
state aid rule 


Evaluation and Performance: economic 
convergence measured by per capita 
income, GDP, long-term growth and 
investment dynamics 

Sequencing: European social fund ESF 
and EAAGF in Treaty of Rome; 
post-enlargement funds ERDF, 

IMP; structural funds and cohesion; 
PHARE and SAPARD for CEE 
enlargement; consolidation of specific 
programs (e.g. RECHAR); each 
enlargement led to new measures, and 
objectives have both broadened and 
narrowed in response to economic, 
political, and technological pressures 

Continual expansion of objectives and 
initiatives over time; resources support 
the result of political necessity to 
support integration and economic 
rationality 
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provides strengthened mechanisms against fiscal profligacy among member 
states that wish to adopt the euro, but limited sanctions within the Eurozone 
by creating the (now acknowledged and recognized) risk that national gov- 
ernments can accumulate excessive deficits and unsustainable levels of debt 
(Hodson and Maher 2004). Other public goods with more limited coopera- 
tion mechanisms include the open method of coordination and the Stability 
and Growth Pact, which provide qualitative indicators and benchmarks about 
employment practices, including social exclusion and recommendations about 
fiscal deficit, which results in a formal warning, noninterest bearing deposits, 
and subsequently nonrefundable fines subject to a somewhat flexible interpre- 
tation (Hodson and Maher 2004). 

There is little assessment of the impact of such governance mechanisms, par- 
ticularly from the perspective of RPGs. More specifically, the institutionalized 
forms of cooperation can vary in terms of obligation, delegation, and preci- 
sion, which can provide flexibility in a more heterogeneous polity, but does 
raise concerns about credibility of commitments. Faced with a need to provide 
governance across multiple areas, the new styles of decision making are heav- 
ily dependent on nonhierarchical and mutually interdependent relationships, 
along with problem-solving styles aimed at building consensus through target 
setting. The most salient challenge is whether public goods can be sufficiently 
provided when different forms of soft law are employed, as the EU has shifted 
toward these new modes of governance with increasing frequency. 

With regard to the two cases considered in this chapter, the EU has 
opted for different measures to assess the functioning of the single market 
(see Table 12.3). The four freedoms are subject to formal treaty rules, and 
transgressions due to continued protectionist trade barriers are subject to 
litigation before the Court of Justice of the EU (CJEU). This has led the 
CJEU to develop jurisprudence to address both quantitative restrictions and 
quotas, initially, and then nontariff barriers to the free movement of goods 
in order to promote intra-EU trade. While this has generated large volumes 
of case law addressing a variety of trade obstacles, national administrations 
often maintain specific domestic regulations—ostensibly for health, safety, 
and environmental reasons—intentionally or inadvertently favoring domestic 


Table 12.3 Modes of Governance: How Does Europe Provide Public Goods? 


Harmonization 

Mutual recognition (regulatory equivalence) 

Codes of conduct and voluntary accords 

Benchmarking, best practice, and policy learning 
Non-binding targets 

Publication, naming, shaming, and scorecards 
Self-regulation, co-regulation, and delegated governance 
Litigation 

Financial sanctions and penalties 

Criminal investigations and proceedings 
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producers (Vogel 1997). Such policies that affect competition, access, and 
costs of market entry have led the EU to promote international regulatory 
coordination. This is backed by enforcement and compliance mechanisms 
to ensure the functioning of the single market. Through infringement pro- 
ceedings, the European Commission (EC) has the right to bring legal action 
against member states for noncompliance if the issue is not resolved through 
voluntary member state compliance. The case is then referred to the CJEU, 
which is able to impose financial sanctions if a state continues to resist the 
judicial ruling." 

Despite legal enforcement mechanisms, the single market faces problems 
in terms of the transposition and implementation of EU laws at the domestic 
level, such that the “law on the ground turns out to be very different than 
the law on the books" (Monti 2010, p.96). The lack of legal coherence can 
undermine the credibility of the single market, as the correct application of 
European laws is critical for avoiding unnecessary delays or arbitrary discre- 
ton in accessing markets (Pelkmans and De Brito 2012). To address these 
problems, the EU has also introduced new tools to facilitate the informal res- 
olution of problems encountered in the single market (Egan and Guimaries 
2013). The EU has sought to address the collective action problem in pub- 
lic goods through diverse pragmatic solutions, including techniques such as 
target setting and publicizing performance through the creation of a Single 
Market Scoreboard. Focusing on monitoring performance of the single 
market, the emphasis on naming and shaming comes with specific targets for 
improvement in terms of the implementation and transposition of EU laws 
across member states. Other evidence-based tools, such as the Single Market 
Review and Market Monitoring Tool, were applied to specific sectors to 
assess the performance of different markets and enhance market surveillance 
measures through efforts to eliminate performance gaps. The outcomes are 
published and ranked to provide for mutual learning about best practices, 
but also as a reputational tool to improve poor performance (Heritier 2001). 

A second mechanism is through informal consultation, in which business 
complaints about trade barriers are addressed through exchanges of informa- 
tion, dialogue, and the discussion of potential resolutions without recourse 
to litigation through the soft law mechanism SOLVIT (Egan and Guimaries 
2014). Companies can seek pragmatic solutions to market access problems, 
and the EC may also refer issues to this network-based approach if there is a 
good chance that the barriers can be removed without legal action (Egan and 
Guimaries 2014). The use of this mechanism has increased significantly over 
the past decade, suggesting that this facilitated coordination may provide an 
alternative resolution to trade barriers in the single market. Such measures are 
part of a larger set of instruments and mechanisms that are in place to reinforce 
informal governance approaches, which also includes voluntary accords to 
reach agreement on collective goals through co-regulation and self-regulation 
(Heritier 2001; Egan 2001). This can involve self-regulation, whereby firms 
conduct their own testing and certification for product safety or accredit their 
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production practices as meeting EU rules and standards. Delegated regulation 
has also emerged, in which the rules are defined by public authorities but 
the means to meet those standards are designed by the private sector through 
standardization (Biithe and Mattli 2011). The private bodies that undertake the 
work are viewed as collectively responsible for implementation, and should 
policy fail to produce collective outcomes, public authorities may take on the 
regulatory function. While voluntary coordination among the private sector 
delegates the costs of decision making and can provide the necessary techni- 
cal expertise to create commonly agreed upon standards, compliance may be 
high due to the incentives created by participation in the process. Though 
firms may participate to reduce transaction costs, the inclusion of consumers 
and nongovernmental organizations also increases the value to stakeholders. 
This approach has been adopted in areas such as toy safety, energy efficiency 
programs, vehicle emissions, and cross-border payment and transactions. If a 
specific member state is assertive in promoting its regulatory standards—for 
instance through regulatory dialogues and private rulemaking—and succeeds 
in persuading others to adopt them, it lends a competitive edge to domestic 
industry. This also means that if the EU is able to achieve common standards 
in various sectors, it can try to upload those standards to the international level. 
Many argue that firms exporting goods or services may need to change their 
own practices to secure market access, given the collective influence and scope 
of common EU regulations and standards (Young 2013). 

The EU is thus influencing behavior beyond its borders—tesulting in what 
is known as "trading up"—and this has been documented in a range of areas, 
from cosmetics to chemicals, where states have adjusted their own domestic 
regulations to meet EU regulations. Thus Australia, Canada, China, Japan, 
Russia, and South Korea have adjusted their domestic chemical regulations to 
meet the EU’s regulation that restricts the use of certain substances and requires 
companies to find alternatives. Similarly, the EU’s restriction on the release of 
hazardous substances into the environment has been adopted in different ver- 
sions by China, Japan, and Korea (Bradford 2010; Young 2015). The effort to 
induce states to implement and enforce environmental and labor agreements 
as a condition of enhanced access to its market under its GSP+ scheme also 
illustrates the promotion of RPGs beyond its own regulatory borders (Menuier 
and Nicolaidis 2006). With external governance, there are also competitiveness 
concerns in areas of state aids, state-owned industries, and public subsidies since 
the strict promotion of competition rules internally can put EU firms at a com- 
petitive disadvantage vis-à-vis third countries such as India and China.” As the 
EU has divested its assets through privatization, seeking to cash in on buoyant 
markets for three decades, the changing relationship between state and market 
in the current economic environment has shifted the debate toward public 
administrative reforms to address budgetary deficits with crisis-hit economies 
of southern Europe selling state-owned public goods. In this environment, 
public goods may be used to mitigate the effects of market pressures, albeit 
without addressing the underlying structural problems in EU economies. 
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As an international institution, the EU also resorts to conditionality policies 
by using selective incentives and institutional capacity to shape domestic poli- 
cies. These include the empowerment of domestic institutions as well as the 
imposition of certain regulatory rules and practices, ranging from competition 
policy to environmental standards, as the gravitational pull of EU membership 
induced compliance with the acquis. Despite the breadth of the EU agenda on 
institutional and policy change in CEE, there were few tools to measure effec- 
tive implementing capacity. Though compliance with EU laws was initially 
viewed as successful, there were derogations and constraints placed on new 
members, including restrictions on labor mobility and a formal requirement to 
join the euro, leading to functional, spatial, and temporal variation rather than 
the uniform, harmonized, inclusive model of integration. This raises questions 
as to what is “regional” in terms of public goods, and whether the benefits that 
arise from scale in the provision of public goods are undermined when there 
are voluntary opt-outs, exclusions, and selective membership in specific policy 
domains. The resulting provisions of RPGs have come with more derogations 
and selective coverage, something that legal scholars, with their emphasis on 
the uniform application of laws, have viewed with concern (De Witte, Hanf, 
and Vos 2001). Yet in spite of this, the EU has found that states have reneged 
on their commitments upon accession, and so it has increasingly sought to lock 
in commitments and create post-accession monitoring and verification policies. 
The effect of this has been a marked slowing down of subsequent accession 
negotiations (Grabbe 2014). While post-accession financial instruments have 
continued to be an important resource in providing structural support, there 
is rising concern that this does not address the underlying problems of effec- 
tive governance, bearing in mind the continued problems in terms of rule of 
law, corruption, and democratic practices in existing member states (Mungiu- 
Pippidi 2014). 

Such leverage extends beyond European borders as the EU is often cited 
as uploading its social standards to international organizations such as the 
International Labour Organization, or inducing states to ratify and imple- 
ment multilateral environmental agreements or labor standards as a condition 
for granting market access and trade preferences (Damro 2012). Being able 
to aggregate preferences and promote collective outcomes to generate RPGs 
has thus spilled over beyond EU markets, as the single market project has 
contributed to the development of the EU’s regulatory capacity beyond 
borders. European regional integration efforts that cover an increasing range 
of goods and services provide governments with a chance to experiment 
with various rule-making and market-opening initiatives that allow us to 
learn from different comparative lessons and rule-making dynamics (Mattoo 
and Sauvé 2004). 

This is also true in terms of social and cohesion policy, where the EU notion 
of convergence refers to the effort to close the wealth gap between the richest 
and poorest regions in the EU, measured in terms of per capita GDP relative 
to the EU average (European Commission, Directorate-General for Regional 
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and Urban Policy 2007). In numerical terms, substantial convergence between 
individual new member state economies and the old member state averages 
have emerged over the previous ten years (Landesmann 2013; Epstein 2014). 
Since transition, CEE countries have been growing dynamically, with an aver- 
age rate of growth for CEE-6” of around 3.8%, compared to the EU15” 
average growth rate of around 2.3%. The level of convergence is notable in 
Hungary and Poland, where GDP levels were close to 50% of EU15 in the 
1990s; 20 years later, and following the accession of these countries to the EU, 
these levels have reached 75% of EU27? (Neissen 2013). Although cohesion 
has reduced regional disparities and reinforced regional convergence of GDP, 
there are concerns that this is due to fiscal transfers rather than increases in 
actual growth rates.” 

While territorial cohesion is the most obvious example of distributive public 
goods, the figures mask the absorption capacity (to use EU jargon) of states 
in terms of their ability to meet the rules and criteria to utilize EU-mandated 
funds. In the cases of Bulgaria and Romania, they received about one-third of 
the allocation for the 2007-2013 budgetary period. Part of the problem has 
been the ability of new member states to provide co-financing for EU-funded 
projects (Baun and Marek 2008). While temporary derogations and concessions 
have been provided, there have been concerns about local and regional insti- 
tutional capacity to manage the funds in question, despite the state receiving 
substantial funds in the pre-accession process to implement structural spend- 
ing (Allen 2008; Keating and Hughes 2003). While such structural funds for 
economic cohesion have been amended to concentrate funds for specific issues 
and criteria, certain regions that have received aid in the past are no longer 
eligible. The shift from old to new member states has led to transitional periods 
and the continued coverage of the four “poor states" (Spain, Greece, Portugal, 
and Ireland), even though they had converged sufficiently to meet the criteria 
for monetary union. However, efforts to evaluate the impact of cohesion funds 
have not produced definitive results. While for symbolic reasons all mem- 
ber states continue to receive some financial aid, the absolute values remain 
small in terms of EU GDP. The effort to target lagging regions has generated 
mixed results, with some indications that the funds have diminishing returns 
in richer member states, while others indicate that they have performed well 
in Spain and Ireland in generating considerable investment and promoting 
growth (McMaster 2008). Overall, analysis of the impact of structural funds on 
regional GDP growth and convergence has been mixed (Becker, Egger, and 
von Ehrlich 2010; Beugelsdijk and Eijffinger 2005). 

Yet evaluation must deal with both the intended and unintended impacts 
of the provision of RPGs. In terms of market integration, the removal of 
trade barriers has been uneven, and restrictions continue in both the services 
and labor markets. While the financial crisis has demonstrated that EU efforts 
with regard to financial market integration in terms of insolvency and risk 
management were weak, it has prompted more financial services regulation. 
The single market was built on a model of reduced transactions costs and 
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economies of scale. It focused on creating an internal market without frontiers 
that subsequently enhanced competition and created more consumer choice in 
many areas. However, liberalization is now more contentious and the current 
economic crisis has led to a surge in economic nationalism that threatens the 
very cornerstone of the EU project (Monti 2010). It is widely acknowledged 
that remaining bottlenecks hamper innovation and growth in the single mar- 
ket, so efforts continue to coordinate rules in the digital economy, patents, and 
intellectual property rights (Monti 2010). The production of public goods is 
meant to address coordination failures where market fragmentation reduces 
barriers to innovation and investment and asymmetric information undermines 
consumer protection, while access and connectivity are meant to address digital 
inequalities.” Public investment in welfare-enhancing goods and services is 
meant to have a reinforcing effect on the single market. Equally important, this 
“modernization” of the single market stresses the need to balance social and 
economic rights to restore the legitimacy of market integration by focusing on 
social aspects of integration. This is important given the increased regulatory 
heterogeneity of member states and the perception that liberalization is a threat 
rather than an opportunity in a changing global economy. 

The notion of the single market as a catalyst for growth in which differ- 
ences are minimized has pitted social and market objectives against each other, 
with significant implications for RPGs. Scharpf (2002) highlighted this con- 
stitutional asymmetry by noting that the decoupling of social protection and 
economic integration was a product of national protection of their sovereign 
welfare states. He concludes, “at the national level, economic policy and social 
protection policy had and still have the same constitutional status . . . [but] 
once the European Court of Justice (CJEU) had established the doctrines of 
‘direct effect’ and ‘supremacy,’ any rules of primary and secondary European 
law, as interpreted by the EC and the Court, would take precedence over all 
rules and practices based on national law, whether earlier or later, statutory or 
constitutional” (Scharpf 2002). While employment and social welfare policies 
at the national level had to be designed in the shadow of “constitutionalized” 
European law, the problem came with efforts to generate service liberalization 
in which labor costs are the principal determining factor in price differentials, 
as services are often temporary and usually labor intensive (Moses 2011). The 
subsequent legal judgments known as Viking” and Laval subjected the right 
to strike under national law to certain potential limitations deriving from EU 
law. This seemed a classic instance in labor law of “social dumping,” in which 
an employer relocated certain operations to another country with lower wage 
rates (Estonia) in order to escape higher-cost labor rights in the country of 
origin (Finland). The CJEU found it could justify a restriction on the right to 
strike to ensure freedom of establishment, thus prioritizing market liberaliza- 
tion over social rights. The CJEU’s Viking judgment brought to the fore the 
difficult issue of convergence—which is a crucial goal for the EU in admitting 
new member states from CEE, of which Estonia was a major beneficiary of 
EC cohesion funding. While regulatory convergence made Estonia’s accession 
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possible, the forces of convergence always operate under threat of backlash by 
social groups whose interests are threatened by market integration. In this case, 
Finnish workers found themselves at a competitive disadvantage as the Viking 
shipping line reflagged to use cheaper Estonian labor. Cohesion funds—the 
goal of which was to improve the legal and administrative infrastructure and 
attract FDI—enabled firms to take advantage of Estonia’s lower labor costs. 
Distributional consequences of this type were unavoidable, of course, given 
the very different factor endowments—labor costs—between Finland and 
Estonia, and between old and new EU member states in general. The struggle 
over the creation of an integrated labor market in the EU brought to the fore 
the unintended consequences of providing different RPGs, as promoting eco- 
nomic development is expected to result in the increased convergence of prices 
and real wages, which can occur through the removal of legal barriers to free 
movement and the reduction of transportation and communication costs. In 
this case, the pressure for convergence took place between markets and polities 
with very different factor endowments, leading to a serious backlash over the 
distributional consequences of convergence (Lindseth 2016; O’Rourke and 
Williamson 1999). 


Conclusions 


Despite the growing chorus of disenchantment in Europe, as populist parties 
have surged in response to concerns related to inequality, productivity, and 
migration, there remains a role for regional organizations to act as catalysts for 
collective action by providing RPGs. In Europe, with extensive experience 
in collective governance, R.PGs aim to create cross-border trade, macroeco- 
nomic stabilization, communications and transportation networks, as well as 
coordination on health, safety, and environmental issues through standards, 
testing, and certification practices to ensure quality, reliability, and safety, and 
social and economic cohesion to reduce cross-regional economic disparities. 
Many of these initiatives are original treaty aims and hence have been long- 
standing goals, whereas others have been added incrementally in response to 
the competitive pressures of integration, including environmental measures 
and digital access initiatives, or in response to perceived deficits in collective 
action as in the case of security and foreign policy coordination. Despite such 
ambitions, which have ranged from peaceful reconciliation to industrial devel- 
opment, competitiveness and economic growth, Europe has faced increased 
scrutiny about its ability to deliver public goods. European integration cannot 
be a technocratic exercise about solving problems; those solutions have to be 
politically accepted. 

First, the provision of public goods is not uncontested. Left and right 
populist challenges to macroeconomic stabilization, market liberalization, or 
regulatory convergence have generated pushback from member states. This 
has included withdrawal from the European Union (Great Britain), resist- 
ance to services liberalization (France and Germany), maintenance of border 
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restrictions (Hungary), and undermining of the rule of law and constitutional 
independence (Poland). While the impulse for collective action is economic 
rationality, the acceptance of such integration has broader political implications 
as RPG provisions are often contested by different states, regions, industries, 
and civil society interests. 

Second, the promotion of RPGs may also have contradictory or unintended 
effects. The gap between the administrative effort to promote economic and 
social cohesion and constitutional perspectives on rights and market free- 
doms has led to difficulties in the EU integration process (Lindseth 2016). 
The constitutional asymmetry between national welfare and industrial rights 
and market rights at the EU level has led to the situation in which promot- 
ing cohesion to enhance the laws, regulations, and administrative capacity of 
new member states has led to a backlash in older member states whose inter- 
ests are adversely impacted by different factor endowments—in this case labor 
costs—and the threat of social dumping. This also explains the free movement 
restrictions imposed by specific member states at the behest of labor organiza- 
tions that are anxious about the downward pressures on real wages in their 
own domestic economies.” The irony, of course, was that cohesion funding— 
particularly pre-accession funding—has now paved the way for market free- 
doms to operate such that states with cheaper labor costs can exercise freedom 
of establishment under EU law. These new states have leveraged the cohesion 
funds to strengthen their administrative capacity, transportation networks, and 
investment culture to attract FDI to take advantage of the differences in labor 
unit costs that have not yet “converged” due to different factor endowments. 
This situation has led to tensions between functional pressures for integration 
and maintenance of specific social rights. 

"Third, strategic priorities are impacted by budgetary funds. The dependency 
on member state contributions to finance the European budget has resulted 
in exemptions, rebates, and specific ad hoc budgetary allocations that reduce 
the overall efficiency and transparency of resource allocation. As such, the 
budgetary issue is critical in assessing and evaluating institutional performance 
as the recent bailouts and stimulus programs have increased public debt, which 
affects the stability of the European budget, given the significant share of the 
GNI resource in the EU financing system. But even with a designated budget 
allocation, the performance of the public sector may impact states’ ability to 
use the designated funds effectively as the backsliding of democracy, weak 
administrative capacity, and corruption concerns have resulted in threats of 
suspension of funding in several European states. There are also lingering prob- 
lems of implementation and compliance so that designated rules, both formal 
and informal, are designed to ensure credible commitments to specified targets 
and goals. 

Fourth, the provision of RPGs can have spillover effects, creating exter- 
nalities that should be taken into consideration. Although the EU provides 
internal public goods to its members, it also provides external public goods 
through technical assistance, foreign aid, and preferential access to markets for 
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nonmembers. Such public goods can impose costs in the form of conditionality 
requirements, asymmetrical leveraging, and restructuring of domestic rules and 
institutions that may not generate immediate benefits. Evaluations of RPGs 
should also look at their impact beyond territorial borders, since EU trade, 
aid, and governance practices cover many issue areas that generate regulatory 
cooperation, transnational feedback, and reactive sequencing in which appli- 
cant states, trade partners, and neighboring states change rules to conform to 
the acquis and upgrade their institutional architecture and regulatory capacity 
domestically to align with EU standards. The resulting regional architecture in 
Europe is one in which “insiders” are recipients of diverse public goods, but 
the impact of internal coordination may spill over to encompass or exclude 
“outsiders” as well. However, “outsiders” may just as easily find that the sus- 
pension of aid or accession negotiations can also restrict the opportunities for 
access, as providers of RPGs can rescind the supply of public goods (hence 
excludable in ways not traditionally envisaged in the public goods literature). 
While Europe has a well-developed infrastructure to coordinate the provision 
of public goods, the question is not simply the economic rationale for such 
coordination, but also the political consequences where constraints on sover- 
eignty and autonomy arise from such institutionalized cooperation. The large 
contractions in the European economy that have emerged as a result of the 
Eurozone crisis have generated less appetite for deepening integration, nega- 
tive growth in peripheral countries along with strong recovery in others, and 
have raised questions about the ability of Europe to provide a comprehensive 
solution to its problems. While European public goods can shape regulatory, 
allocative and redistributive outcomes in ways that differ from other regional 
efforts, it can also weaken national democratic institutions and can collapse 
trust in European institutions. 
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Appendix 1: Terms, acronyms, and abbreviations 


Acquis: 


CVM: 


EIB: 


ERDF: 


ESF: 


ESM: 
GSP+: 


IMP: 


PHARE: 


RECHAR: 


SAPARD: 


SGEI: 


SOLVIT: 


TEN: 


Acquis communitaire, the body of EU laws that have to be imple- 
mented by member states. 

Cooperation and Verification Mechanism, regarding corruption, 
organized crime, and judicial reform as a safeguard measure against 
Bulgaria and Romania to ensure compliance with European norms. 
European Investment Bank, established in 1957 and referenced 
in protocol in the Treaty of Rome. 

European Regional Development Fund, established in 1975 to 
focus on regional economic disparities and provide support for 
local and regional investment. 

European Social Fund, established in the Treaty of Rome to 
deal with social dislocation and living standards and used for 
employee adaptability, employment access, and social inclusion. 
European Stability Mechanism, to provide stability and bailout 
for Eurozone members under stress. 

Generalized System of Preferences Plus, a preferential tariff system 
for developing countries. 

Integrated Mediterranean Programmes, created to help the 
southern regions of the union through structural funds and EIB 
loans that were replaced by cohesion funds. 

One of the main pre-accession assistance instruments to assist 
applicant countries preparing to join the EU, originally for 
Hungary and Poland, then expanded to other countries, before 
being replaced by other instruments. 

EU funding initiative to provide grants for the reconversion or 
development of depressed mining areas. 

Special Accession Programme for Agriculture and Rural 
Development, to help implement the acquis in CEE prior to 
accession. 

Services of a general economic interest, economic activities that 
public authorities identify as being of particular importance to 
citizens and hence would be undersupplied if not provided by 
government (e.g. social services, postal services). 

An informal resolution mechanism created to deal with trade 
barriers through negotiation rather than litigation established in 
2002. 

Trans-European Networks, an infrastructure program to connect 
national transportation networks and promote transportation 
intermodality across Europe. 
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Notes 


1 


10 


11 


Much of the analysis of the EU in terms of global public goods focuses on its 
external promotion of goals and objectives, or fiscal assistance based on the notion 
of “normative power Europe” that focuses on the export of rules, values, and norms 
in terms of democracy, human rights, and good governance (Manners 2002). This 
chapter focuses on the provision of regional public goods internally within the EU 
to illustrate that RPGs can also be excludable to those that are not members of the 
“European club.” 

For example, the European Fund for Strategic Investment will have €21 billion of 
public funds: €8 billion from the EU budget, with a 50% guarantee, and another €5 
billion from the European Investment Bank. 

There is a large literature on global public goods in economics, but international 
lawyers have begun to focus on issues of governance and legitimacy in the produc- 
tion and distribution of public goods, conflicts between public goods, and how the 
pursuit of different public goods can be at cross-purposes. 

The latest proposals involve Trans-European Networks (TEN). It should be noted 
that although a common transport policy was envisaged in Treaty of Rome, the 
European Parliament sued for inaction in this area, and there have been numerous 
initiatives to promote cross-border transportation links. 

Economic and cohesion policies such as EU Structural and Investment Funds, the 
European Agricultural Fund for Rural Development, European Maritime Fisheries 
Fund, European Cohesion Fund, European Social Fund, and European Regional 
Development Fund. 

The term “services of a general economic interest” (SGEI)—as distinct from a 
revenue-generating monopoly—has been used to differentiate areas that constitute 
non-excludable public goods from those sectors that can be subject to competition, 
and hence were initially viewed in terms of non-excludable public goods. However, 
the ECJ has found that such services can be opened up to competition (Case France 
Poste, C-559/12 P—France v Commission), hence the original article 90 which 
excluded utilities has now been viewed as incompatible with the competition policy 
provisions of treaty (Heritier 2001). 

The creation of common asylum regime, immigration controls, and border manage- 
ment through the Schengen, Dublin, and Frontex initiatives are good illustrations of 
efforts to induce burden sharing in external border management which does lead 
to disproportionate and inequitable burdens in the provision of regional collective 
goods in Europe. 

Rewe-Zentral AG v Bundesmonopolverwaltung fiir Branntwein (1979) Case 
120/78, known as the Cassis De Dijon case, and other subsequent cases related to 
mutual recognition in services, such as Manfred Säger v Dennemeyer & Co. Ltd. 
(1991), which provided for mutual recognition without restriction in the absence of 
any legitimate justification. 
www.cvce.eu/content/publication/1999/1/1/c638£726-0389-4fc8-ad0c- 
98b857251d48/publishable_en.pdf 

In 2007-2014, EU funding for CEE amounted to €181.53 billion in aid, with 
Poland and Czech Republic receiving 50% of allocated funds. The majority of allo- 
cated grants are for regional development funds. 

The UK currently receives around £4.5 billion (US$5.8 billion) a year in farming 
subsidies and structural funds for economic development, and another £1 billion to 
£1.5 billion in research funding. 

Notre Europe www.nstitutdelors.eu/media/europe for growth for a radical 
change in financing the eu.pdf?pdf£-ok 
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13 www.eib.org/infocentre/publications/all/financial-report-2014.htm. Priority areas 
are Job growth and creation through innovation, skills, infrastructure, and small and 
medium enterprises. 

14 http://ec.europa.eu/priorities/jobs-growth-investment/plan/index_en.htm 

15 www.epc.eu/documents/uploads/pub_5420_growth_for_europe_-_is_the 
juncker_plan_the_answer.pdf, 8 

16 www.epc.eu/documents/uploads/pub_5420_growth_for_europe_-_is_the 
juncker_plan_the_answer.pdf, 6 

17 See Andrea Francovich and Danila Bonifaci and others v Italian Republic (1991, 
Cases C-6/90 and C-9/90). 

18 http://ec.europa.eu/internal_market/scoreboard/ 

19 Our data indicates that between 2002 and 2013,an 84% resolution rate was achieved, 
although this varied among member states. It should also be noted that this coor- 
dination operates in the “shadow of hierarchy,” in that the threat of litigation is still 
available if the issue is not resolved. 

20 Comments of the Competition Law Association on the EU Commissions State Aid Action 
Plan, http://ec.europa.eu/competition/state_aid/reform/comments_saap/37551.pdf 

21 Bulgaria, Czech Republic, Hungary, Poland, Romania, and Slovakia. 

22 EU15 refers to the 15 EU member states prior to the accession of new countries in 
2004. The EU15 comprised Austria, Belgium, Denmark, Finland, France, Germany, 
Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, Sweden, and the 
United Kingdom. 

23 EU27 comprised Austria, Belgium, Bulgaria, Cyprus, Czech Republic, Denmark, 
Estonia, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania, 
Luxembourg, Malta, the Netherlands, Poland, Portugal, Romania, Slovak Republic, 
Slovenia, Spain, Sweden, and the United Kingdom. 

24 http://ec.europa.eu/regional policy/sources/docgener/studies/pdf/single market/ 
single market. report.pdf, 9. 

25 http://europa.eu/rapid/press-release IP-15-4919 en.htm 

26 International Transport Workers’ Federation and Finnish Seamen’s Union v Viking 
Line ABP and OU Viking Line Eesti (2007, Case C-438/05, ECR I-10779). 

27 Cf. O Rourke and Williamson 1999. 
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13 Regional public goods in North 
America 


Tom Long and Manuel Suárez-Mier 


Introduction 


The North American Leaders Summit, held on June 29 2016 in Ottawa, 
brought together three telegenic heads of state: recently elected Prime Minister 
Justin Trudeau of Canada, President Enrique Peña Nieto of Mexico, and 
President Barack Obama of the United States of America (USA). The "three 
amigos" offered a positive picture of integration and cooperation on issues 
ranging from energy and the environment to trade and the Trans-Pacific 
Partnership. The pleasant photo op belied a complicated reality for North 
America, however. Cooperation had stagnated for years as Trudeau's prede- 
cessor declined to schedule a summit in retaliation for Obama's hesitation and 
ultimate rejection of a major oil pipeline. The US Congress and both major 
presidential candidates threatened to reject the TPP, while the Republican 
nominee promised to "break" the region's fundamental trade accord and build 
a wall on the USA-Mexico border. Mexico struggled with the implementa- 
tion of once-touted reforms, while concerns over security and governance 
continued. The moment highlighted the need for and possibilities of trilat- 
eral cooperation, but also underlined the existential risks for North America's 
future as a region. 

Until the previous 25 years, “North America" has rarely been considered a 
region, and until then, it encompassed only the USA and Canada.’ Only in the 
early 1990s, when Mexico sought a free trade agreement with the USA, did a 
tri-national region begin to emerge. For most of the three countries’ histories, 
the shared continental geography was defined by the dominant presence of the 
USA and the potential or actual regional “bads” that emerged from it. During 
the 19th century, the USA threatened Canada's and Mexico's territorial integ- 
rty and independence—a threat made real when the USA annexed half of 
Mexico's territory in 1848 and followed with incursions into Mexico lasting 
into World War I. That threat dissipated in the following decades, but both 
Mexico and Canada adopted policies intended to keep their powerful neighbor 
at a distance by limiting investment, the presence of American companies, and 
the presence of US media. 
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Despite those policies, geography helped propel the flow of trade and peo- 
ple among the three countries. The ultimate goal of regional public goods 
(RPGs) is understood as promoting peace and prosperity. In North America, 
peace—at least at the interstate level—took shape even as policies aimed at 
regional prosperity received limited and sporadic attention. Cooperation grew 
more quickly between the USA and Canada, with 92 bilateral treaties signed 
between 1948 and 1965, compared to 38 between the USA and Mexico? 
The year 1965 was an early watershed: the Canada—United States Automotive 
Products Agreement represented an early step in the production of RPGs 
aimed at enhancing regional prosperity. Regionalism took a quantum leap for- 
ward in 1988, with the negotiation of an FTA between the USA and Canada. 
Canada sought the agreement as a way to emerge from economic stagnation, 
and the agreement's model for R PGs relied heavily on an open US market. The 
agreement broke ground by including nontariff barriers, trade in services, and 
dispute resolution. RPG production centered on increased trade and invest- 
ment; however, it indirectly deepened US—Canadian cooperation in a number 
of spheres. Clearer dispute resolution procedures helped produce greater rule 
of law at the bilateral level, which would become even more important in the 
ensuing trilateral accord. 

The North American Free Trade Agreement (NAFTA) formally expanded 
the region to Mexico—catching up with economic and social trends—and 
enhanced the demand for and potential of RPGs. NAFTA was founded on 
the premise that important RPGs would be generated by the closer economic 
integration of the three countries. In particular, it was assumed that the virtual 
disappearance of trade barriers in North America would increase trade in a 
spectacular form—which it did—and that higher volumes of trade would result 
in faster rates of economic growth, particularly for Mexico, the smallest of the 
three economies. Unfortunately, this latter assumption did not hold true, since 
the average rate of growth of the Mexican economy has remained disappoint- 
ingly low since NAFTA came into effect in 1994. 

NAFTA represented a different approach to regionalism, though with simi- 
larities to the types that Amitav Acharya discusses in Chapter 3 of this volume. 
As a region defined by asymmetry and economically dependent on the huge 
US market, it has aspects of hegemonic regionalism. However, North America 
was brought into being by Canadian and Mexican initiatives, and the US gov- 
ernment has rarely dedicated great attention to the region. In its economic 
aspects and its legalism, NAFTA represented an integrationist effort. However, 
it has not followed the European model of building regional bureaucracies, 
nor ASEAN's model of frequent consultation and engagement with external 
powers. There has been relatively limited spillover in the neofunctionalist sense 
of growing demands for cooperation and institutionalization across issue areas. 
Through NAFTA, the three countries took steps away from protectionism and 
nationalist policies, but at a governmental level have shown little initiative to 
go beyond that. Some of these relative gains have been reversed since 2001, 
after which stagnation has become the rule. North America has prized the 
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national over the supranational, and in almost all cases, Canada, Mexico, and 
the USA engage with the rest of the world as individual states, not as a region. 
Despite these differences, we argue that North America should be treated as 
a region. Geography provides an obvious rationale; more important are the 
myriad connections among the three countries, which range from production 
chains to family networks. Using an RPG framework, we describe goods that 
have been created in the region and areas in which those goods are lacking. 

With the important exceptions of trade and investment, many of the RPGs 
forecasted to be the major accomplishments of the new trading bloc did not 
materialize, particularly rapid and sustained economic growth in Mexico. 
Other RPGs that were not so obvious at the launching of NAFTA, like 
enhancing the rule of law in Mexico and at the regional level, with posi- 
tive effects for foreign investment throughout the region, were more salient. 
While enhanced rule of law has benefited actors at the regional levels of the 
economies, NAFTA did not—and probably could not—create rule of law 
that would spill over to the economies as a whole. As such, important sectoral 
and geographic disparities in goods provision remain. As a recent McKinsey 
Global Institute study by Bolio et al. (2014) demonstrates, while productivity 
of the “modern” sector of the Mexican economy with close ties to NAFTA 
grew at a compounded annual rate of 5.8% per year between 1999 and 2009, 
the productivity of the “traditional” firms that cater to the domestic market, 
including those in the informal economy, has fallen at an annual compounded 
rate of 6.5%. RPGs only partially compensate for weak goods production at 
the national and local levels. 

This paper will briefly examine the concept of RPGs as it applies to North 
America. Focusing on the role of these goods, it contextualizes today’s situa- 
tion with a succinct account of North American integration. The paper argues 
that rule of law has emerged as one of the most important RPGs in North 
America, directed largely at regional economic transactions. While these effects 
have been important, the provision of rule of law is fragmentary and has not 
produced the degree of spillover that was hoped for. Finally, we conclude by 
examining the future prospects of RPG provision in North America. 


Overview of the region before regional integration 
agreements 


Before 1988, US—Canadian economic cooperation was guided by the mul- 
tilateral trade framework that the USA had promoted after World War II 
with the creation of the General Agreement on Trade and Tariffs (GATT). 
Both states were founding GATT members, unlike Mexico, which joined 
nearly four decades later. Until the negotiation of the US-Canadian FTA 
(CUSFTA), the USA showed a strong preference for global, multilateral 
economic RPGs. However, there were more limited earlier agreements, 
which can be seen as RPG inputs, produced in other areas. Between 1948 
and 1992, when NAFTA negotiations began in earnest, Canada, the USA, 
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and Mexico had signed 451 treaties between them, with more than 100 
for each category of connectivity, peace and security, and natural resources 
and the environment (see Figure 13.1).? Besides eliminating barriers to trade 
and investment, the basic purpose of CUSFTA, especially in the eyes of the 
Canadians, was to establish a dispute settlement system that eliminated high- 
handed unilateral actions from the USA. 

While remaining outside the GATT, Mexico pursued an inward-looking, 
protectionist policy of import substitution, based on the ideas promoted by 
Raúl Prebisch and the United Nations Economic Commission for Latin 
America and the Caribbean (ECLAC) that nations needed to industrialize to 
escape their "secularly deteriorating terms of trade" as commodity exporters. 
Mexico pursued a number of integration agreements with Latin America, such 
as LAFTA (1960) and SELA (1975), but none led to substantial economic 
integration or produced important RPGs. These failures contrast with the suc- 
cess, albeit limited to trade and investment, of NAFTA. The former were 
politically propelled and maintained protectionism, while NAFTA involved an 
open trade agenda, with few exceptions, that traded economic nationalism for 
an integrated trade and investment area. 

Starting in 1988, Mexico's newly elected president Carlos Salinas sought 
to anchor recent market-friendly reforms through trade deals. Before turn- 
ing to the north, Salinas had sought closer economic ties with Europe and 
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Figure 13.1 Total Treaties in North America. 
Source: Liu and Kahn, Regional Public Goods Database (Chapter 2). 


Regional public goods in North America 269 


Japan, only to be rejected by both. President George Bush, however, quickly 
accepted Salinas’ request for a bilateral pact. The presidents-elect established a 
good personal rapport, dubbed the “spirit of Houston,” after a meeting in the 
Texan city a few weeks before their respective inaugurations. In August 1990, 
President Bush indicated to Congress that he intended to move forward with 
a bilateral agreement, at which point Canada reversed its earlier reticence and 
asked to join (Boskin 2014). Thus began the three-nation North American 
economic region. 


The pursuit of NAFTA 


Although the Mexican government faced internal skepticism about free trade 
with the USA, Mexicans did not expect any serious opposition to the trade 
talks. However, US labor unions, human rights NGOs, environmental groups, 
populist politicians like businessman Ross Perot, the Congressional Black 
Caucus, and the right wing of the Republican Party opposed granting Bush 
fast-track authority to negotiate with Mexico. It became clear that the Mexican 
government had to engage in Congressional politics to overcome objections 
from opponents of free trade with Mexico—though few had expressed reser- 
vations about the earlier Canadian accord or ongoing GATT round.‘ 

Once the fast-track vote was won and formal talks began, the negotiation 
proceeded at a rapid pace, though not fast enough to get NAFTA through 
Congress before the presidential election of 1992. When Bill Clinton unseated 
Bush, with help from anti- NAFTA crusader Ross Perot, who won 18.9% 
of the vote, it opened a new phase in the formally completed negotiations. 
Responding to trade unions and environmental activists, Clinton insisted that 
NAFTA would include side agreements on these areas. These were final- 
ized in September 1993, and the whole bill was sent to Congress. The House 
approved NAFTA by a slim margin of 34 votes on November 17; the Senate 
passed NAFTA three days later with 61 votes in favor and 38 against. NAFTA 
took effect on January 1 1994 (see Long 2015, chapter 4). 

As stated in the agreement’s objectives, the most important RPGs expected 
from NAFTA were in the following areas: 


e The elimination of trade barriers and the facilitation of “the cross-border 
movement of goods and services” between the three nations. 

The promotion of “fair competition.” 

Regional investment. 

Protection of intellectual property rights. 

Institutionalization of the agreement’s implementation and administration, 
with mechanisms for dispute resolution (NAFTA Secretariat 1993). 


Fulfilling these obligations in North America demanded a major transforma- 
tion of the institutional and legal landscape, particularly for Mexico, whose 
standards had to catch up with those of the other two countries. Success was 
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not evenly achieved, but trade and investment grew quickly in NAFTA’s first 
decade (see Figure 13.2). The dispute resolution system created by the agree- 
ment has worked remarkably well. 

The first RPG that surfaced unexpectedly in the region was the result of the 
currency crisis that hit Mexico in December 1994, when unprecedented politi- 
cal violence caused jitters in the financial markets. A combination of these fears, 
plus the ensuing issuing of large amounts of US-dollar-denominated short- 
term debt, an insufficiently flexible exchange rate system, and the inexpert 
management of the situation by a rookie administration, led to a devaluation 
in which the Mexican peso lost two-thirds of its value against the US dollar, 
causing panic in the financial and foreign exchange markets. The risk that this 
situation would get out of control less than a year after NAFTA came into 
force drove President Clinton to skirt Congress and prepare an unprecedented 
US$50 billion rescue package based on the Exchange Stabilization Fund and 
resources from the IMF, the World Bank, Canada, the European Union (EU), 
and Japan. The crisis rapidly dissipated and, after a deep recession, Mexico 
began to grow again within six quarters and repaid all its debt in 1997, well 
ahead of schedule. It is doubtful whether the USA would have undertaken this 
rescue operation had it not been for NAFTA. 

Bolstered by RPGs in trade, rule of law, and macroeconomic stability, 
the creation of NAFTA achieved remarkable success in its first seven years. 
Between 1994 and 2001, its share of the global GDP went from 30% to 36%, 
as all other regions of the world lost ground. The EU fell by 1 percentage 
point, to 25%, despite having increased its membership; Asia? went from 25% 
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Figure 13.2 US Trade with North America (billions of US$). 
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to 22%; while the rest of the world lost 2 percentage points to reach Just 17% 
of the total in 2001. In this period North America emerged as a formidable 
region that exceeded the EU in terms of economic size and productivity. The 
three economies and societies were progressively connected by trade, invest- 
ment, pipelines, tourism, and immigration (see Figure 13.3). In early 2001, 
the presidents of Mexico and the USA proposed a North American economic 
community. In April they traveled to Canada to consult with its prime min- 
ister: “It seemed like the high point of North American integration, and as it 
turned out, it was” (Pastor 2011, p.23). 

By the end of 2001, the North American landscape had dramatically 
changed. The continental economy slowed with the end of the dot-com boom 
in the USA. The downturn was amplified by the terrorist attacks of September 
11 2001. Instead of responding regionally, the USA tightened its own borders, 
which slowed trade during a recession. The attacks led to a surge in nationalist, 
frequently nativist, sentiments that undermined efforts to find regional solu- 
tions regarding security—such as the Security and Prosperity Partnership—or 
migration. Perversely, as the need grew to better manage massive transna- 
tional flows, improve security, and enhance rule of law, the willingness of the 
three governments and their publics to produce them faded. The results of 
these failures are not encouraging. It is estimated that the region’s share of the 
world’s GDP in 2015 is between 25% and 27%, depending on the level of the 
exchange rates of their three currencies, a serious drop from the 36% reached 
in 2001. The three governments have largely failed to use NAFTA as a plat- 
form on which to build a more competitive region and address a new agenda 
beyond that of the trade agreement’s mandate. 
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Figure 13.3 Integration: Intra-North American Trade as Percentage of North 
American Trade with the World. 


Source: Pastor (2011, p.27). 
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Since NAFTA, transnational flows of nearly every variety have grown 
dramatically; however, the response has not always been regional in nature. 
North America's founding document is firmly situated in national principles— 
NAFTA's negotiators avoided hints of supranationalism. NAFTA's founding 
document makes it clear that none ofthe parties sought an expansive regionalism 
(Long 2014; Cameron and Tomlin 2000). Since the mid-2000s, trilateralism has 
frequently been replaced by dual-bilateralism. In a sense, this is a return to an 
historical pattern in North America. According to UN registries, there is only 
one trilateral treaty in North America—a 1976 environmental treaty. (NAFTA is 
not a treaty, so it 1s not included, signaling limitations with the data.) Mexico and 
Canada have only reported six bilateral treaties since 1948. However, the USA 
has 281 treaties with Canada and 216 with Mexico (see Figure 13.4). 

Despite NAFTA's national nature, it has led to the creation of important 
RPGs. We define RPGs in North America as a type of public good that 
"provides nonexclusive and nonrival benefits to individuals in a well-defined 
region" (this builds on Sandler 2004; Estevadeordal, Frantz, and Nguyen 2004; 
and Chapter 1 of this volume). Estevadeordal et al. (2004) note that RPGs 
are often an outcome of regional cooperation agreements, of which NAFTA 
was an early and widely copied example. The dramatic increases in trade and 
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Figure 13.4 US Bilateral Treaties by Partner. 
Source: Liu and Kahn, Regional Public Goods Database (Chapter 2). 
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investment that came with NAFTA were accompanied by much larger flows 
of migration and illicit traffic, all of which affected the demand for and provi- 
sion of RPGs. 

In the North American context, it is particularly important to highlight 
the interplay across different levels of government as this is relevant to the 
demand for and production of RPGs. Domestic, not regional, problems 
have been a greater factor in Mexico’s disappointing economic growth over 
the past two decades. RPGs are unlikely to be a panacea for problems of 
peace and prosperity. A more adequate approach should start with the ques- 
tion of complementarity: where can RPGs make positive contributions? 
(See Chapter 6.) As RPGs cannot resolve many fundamentally domestic 
issues, weak provision of public goods at the national level can lower levels 
of regional goods. 

Sandler (2006, p.10) offers a framework for examining the “aggregation 
technology" for RPGs—in essence, how the nature of RPG provision varies 
depending on the type of impure public good. Two of the types of aggregation 
Sandler discusses are particularly relevant. Sandler describes “weighted sum" 
aggregation of RPGs— "provision is no longer perfectly substitutable among 
countries" (Sandler 2004, p.18). The creation and benefits of the RPG are not 
equally shared. Second, Sandler discusses “weaker link" public goods, which 
are diminished by the unequal creation of that good across the region. With 
weaker link goods, the lowest level of provision has the greatest impact on the 
overall level of the RPG. Sandler’s framework provides a way to conceptualize 
the provision of rule of law as an RPG that is not uniform across geographies 
or levels of analysis. 

Sandler’s analysis remains regional; however, RPGs have local and national 
effects. Similarly, deficient governance at the local and national level may 
reduce the availability of goods across the region. In this case, the weaker link 
in the production of rule of law in many sectors occurs in Mexico, largely due 
to lower state capacity. Insufficient provision by Mexico affects the total ben- 
efits of the RPG available to people and businesses across the region, but harms 
Mexico most of all. This is clear in terms of transnational security, particularly 
in the criminal justice system: Mexico suffers most—in social and economic 
terms—from the weakness of rule of law. The deficit affects the entirety of 
North America (and Central America, too) with decreasing intensity as it radi- 
ates outwards. While additional contributions from other states in the region 
to this weaker link RPG may produce benefits, the effects will be unequally 
distributed. 


Rule of law as a regional public good 


Though rule of law has often been treated as a public good at the local and 
national levels, this has rarely been the case regionally. In this section, we 
examine the concept of rule of law as a weaker link good with partial over- 
lap and limited spillover across local, national, and regional levels. Like the 
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related concept of governance, rule of law displays certain similarities across 
levels of analysis! 1) public and transparent rules, 2) equivalent application 
of these rules, and 3) open and public decision-making procedures. At the 
national level, where rule of law has been most studied, Guillermo O'Donnell 
(2004) defined it as existing when "whatever law exists is written down and 
publicly promulgated by an appropriate authority before the events meant to 
be regulated by it, and is fairly applied by relevant state institutions includ- 
ing the judiciary . . . the administrative application or judicial adjudication of 
legal rules is consistent across equivalent cases; is made without taking into 
consideration the class, status, or relative amounts of power held by the par- 
ties in such cases; and applies procedures that are pre-established, knowable, 
and allow a fair chance for the views and interests at stake in each case to be 
properly voiced." 

There are at least three reasons to consider regional rule of law in North 
America. Rule of law provides social order. There is a long tradition in 
International Relations of considering “international society” (Bull 1977, 1984, 
and Hurrell 2007), and the stronger web of connections makes the regional 
level even more "social." NAFTA also spurred more frequent and institu- 
tionalized interactions of officials among the three countries (Aspinwall 2009). 
NAFTA created clearer rules to structure transactions between and among 
member states, providing clarity at the regional level for trade and investment. 
Second, NAFTA created procedures that resolve some of the disputes that can 
arise from these transactions (completing equivalent application and openness 
as part of rule of law). Institutionalized dispute resolution replaces the threat of 
arbitrary US protectionism with regional rule of law, through which all three 
countries benefit. Finally, regional rule oflaw has enhanced, albeit imperfectly, 
the rule of law at the domestic level. In transnational cases, business disputes 
can be settled in the courts of the country of the claimant’s choosing. Through 
this, Mexico "borrowed" the US judiciary and rule of law for some issues, 
thereby bringing a regional dimension even to domestic rule of law in the 
three countries. 

NAFTA sought to promote a partial spillover from the regional level to the 
Mexican domestic context. While RPGs may partially overcome deficits at the 
national and local levels, this spillover exists unevenly across geographies and 
issue areas. Deficits at local and national levels also undermine regional rule of 
law. Like many goods, the demand, production, and consumption of rule of 
law are not evenly distributed across the North American region. Nor has this 
good been evenly distributed among social and economic sectors. 


The rule of law as a regional public good: the case of 
Mexico 


North America's prospects could be improved by enhancing the production 
of R.PGs, such as rule of law. Among the countries of North America, it 
remains clear that Mexico has the least reliable legal system and weakest rule 
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of law. While NAFTA contributed to an improvement in rule of law for 
some sections of the economy, for much of the population the situation has 
become worse. The share of employment in the “modern” sector, defined 
by size as firms employing 500 workers or more, has remained constant in 
the period mentioned at 20% of the labor force; the share of the “traditional” 
firms, with 10 employees or less, has grown from 39% to 42%; while the 
segment in between these, firms with 11 to 500 employees, which could 
be characterized as the bridge connecting the two, has seen its share fall. 
The falling productivity of the traditional part of the economy has resulted 
in wages for low-skilled workers that fell between 1999 and 2009 by 2.4% 
per year, while the salaries of the workers in the “modern” segment have 
remained stagnant despite the impressive gains in productivity (Bolio et al. 
2014). Stagnant or falling wages are not what was expected from North 
America economic integration. The deepening split between modern and 
traditional also has a geographic dimension, since the former are located in 
the north and center of the country, closer to the US border and with much 
better physical and social infrastructure, while the latter are concentrated in 
the south. In this sense, NAFTA resulted in deepening the division of the 
country into two segments: one that prospers and grows, and another which 
remains impoverished. 

Mexico’s market-oriented reforms of the 1980s and 1990s, as profound 
as they appeared to be, did not alter longstanding institutional weaknesses. 
The reforms were full of contradictions. Despite their liberalizing logic, some 
sectors remained protected from international competition. Privatizations 
did not adequately consider the transformation and better integration of the 
economy’s structure. Many regulations were eliminated, but others con- 
tinued to stifle innovation, and subsidies did not disappear. In the face of 
entrenched interests and political opposition, Mexico’s reform process largely 
stagnated. When the PRI returned to power in 2012, President Pena Nieto 
(whose term in office is due to expire in 2018) forged a political coalition 
behind a “Pact for Mexico,” to advance energy, fiscal, telecommunications, 
education, and other reforms (Sada 2013). The energy reform welcomed 
private and foreign investment to the oil and gas business in Mexico for 
the first time in almost 80 years and increased competition in the electri- 
cal sector. This reduced the dominance of state-owned monopolies Petróleos 
Mexicanos and the Federal Electricity Commission in those key sectors. The 
reforms follow NAFTA’s logic of bringing strategic areas under the cover of 
the US legal system to assure foreign and domestic investors. It is too early to 
assess the reforms’ political sustainability and economic effects; some reforms, 
including energy and education, have drawn determined opposition as the 
president’s approval ratings have deteriorated. However, the opening of key 
sectors excluded from NAFTA may provide momentum for closer regional 
integration, especially in energy. 

Though much ofits production has come via externalities or has been ad hoc, 
North America has some multilateral institutions that contribute to regional 


276 Tom Long and Manuel Suárez-Mier 


rule of law. First, NAFTA created panels for trade dispute resolution. Second, 
NAFTA created clearer rules for investment and institutionalized mechanisms 
for the settlement of disputes between investors and the states-party. These new 
mechanisms expanded the rule of law, primarily for international businesses 
and investors, though also to Mexican firms associated with foreign inves- 
tors in complex supply chains. The agreements help to keep politics at arms’ 
length in state—investor disagreements (Brower 2015). Third, NAFTA created 
some (weak) mechanisms, through which citizens and civil society groups can 
appeal at the international level in pursuit of compliance with national law 
and NAFTA obligations. These mechanisms enhanced the clarity of regional 
transactions, serving as a “club good” for economic actors within the three 
countries, promoting intra-North American investment. However, regionally 
produced rule of law primarily benefits only the sectors of those societies that 
are engaged in licit international transactions. It does not provide the same 
benefits to regions with low participation in international transactions, nor 
does it address the worrying trade in illicit goods among the three countries, 
mostly between Mexico and the United States. These are, mainly, illegal drugs 
and illegally trafficked people from the south flowing north and weapons and 
money from the north flowing south. The overall economic magnitude of 
illicit trade is unknown, for obvious reasons, but official estimates place the 
USA-Mexico drug trade at about 5% of the amount of legal bilateral trade in 
goods and services, which will approach US$600 billion in 2016.* Although 
law enforcement officials of both countries believe that the enormous growth 
in legal trade can help mask the illicit flows, particularly facilitating cash trans- 
fers and money laundering, trade experts have pointed to closer, more effective 
cooperation between the United States and Mexico, engendered by legal trade 
flows. More to the point, the expansion of this illicit trade, and the violence 
and corruption surrounding it, weakens the benefits of rule oflaw as a regional 
public good. 

Dispute resolution mechanisms were important for all the actors involved, 
though in different ways. Mexico and Canada worried primarily about 
whether the USA—particularly a protectionist Congress—could under- 
mine their gains in market access through unilateral measures, as we saw 
when President Obama adopted “buy American” provisions at the start of 
the Great Recession that are illegal under NAFTA. At the time, the USA 
and Canada sought investment protections and dispute resolution because of 
concerns about the political climate and weak judicial system in Mexico, and 
US investors worried about the risk of expropriation in Mexico and protec- 
tion of intellectual property. These concerns were crystallized in two separate 
parts of the agreement, Chapters 11 and 19. 

NAFTA’s chapter 11 sought to regionalize and rationalize disputes between 
states and investors. For decades, when companies had grievances about their 
investments in other countries, they sought the protection of their home gov- 
ernment, hoping to gain diplomatic pressure on their behalf. This took the 
dispute out of the legal and economic realms and placed it squarely in the 
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political. Transparency and predictability suffered. Handling grievances under 
national courts—a principle long advanced in Latin America dating back to 
the Drago and Calvo doctrines—offered little assurance to investors if these 
courts were viewed as subject to political influence or as biased toward national 
actors. Put differently, chapter 11 was intended to bring the rule of law to 
these disputes, understood as the fair and consistent application of transparent, 
public, pre-existing rules. As Brower (2015) wrote: “a rule-based system must 
have an enforcement mechanism if its substantive rules are to have any meaning 
over the long term.” 

The evolving nature of investor-state disputes demonstrates that rule of 
law concerns were not limited strictly to Mexico. In recent cases, Canadian 
provincial and local regulations have been seen as injuring foreign inves- 
tors, drawing criticism from Canadian activists (Sinclair 2015). Through the 
end of 2014, there had been 77 investor-state disputes under chapter 11. 
Canada has been the subject of the greatest number of claims (35), though 
Mexico has paid a larger share of judgments (US$204 million). While there 
are debates about whether these rulings have infringed on governments 
legitimate regulatory powers, the existence of a clear framework seems to 
have favored investment. In Mexico, where there was the greatest initial 
concern about transparent dispute settlement, nearly 60% of total inward 
FDI has originated from NAFTA partner countries, according to data from 
UNCTAD. This happened even as total inward FDI in Mexico increased 
more than 17 times from 1990 to 2013. Canada's increase has been nearly as 
dramatic (see Figure 13.5). 
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Figure 13.5 Inward FDI Stock, 1980-2013. 


Source: Compiled by authors based on UNCTADstat, Foreign Direct Investment: Inward and 
Outward Flows and Stock Databse, http://unctadstat.unctad.org/ 
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The ability to resolve disputes pacifically at the regional level has not created 
spillover in terms of Mexico’s ability to resolve disputes among its citizens 
with regularity and transparency. Mexico performs very poorly for various 
indicators related to rule of law and impunity. The country lacks the appro- 
priate judicial infrastructure and rates of prosecution for crime are extremely 
low. A recent study on impunity noted that Mexico has just four judges for 
every 100,000 residents—less than a quarter of the average for the 59 countries 
involved in the study and half the rates for the USA (9.8) and Canada (8.4).? 
As the country has turned to the military to battle drug trafficking, extraju- 
dicial punishment seems to be a growing problem and human rights abuses 
have become a source of serious concern. Similarly, a number of recent tragic 
incidents have revealed the depth of cartels’ and gangs’ penetration into local 
political systems, irrespective of which political party 1s in charge. The impact 
of these struggles goes beyond the local level. 

According to the World Bank's estimates, rule of law in Mexico improved 
significantly around 2000, as the government transitioned for the first time 
to the opposition center-right National Action Party (PAN). This estimate 
declined as drug-related violence increased from 2006—2007 under the stew- 
ardship of a second PAN administration. Within this composite indicator, 
Mexico's scores on government effectiveness and regulatory quality have seen 
moderate increases, although they are offset by indicators related to violence 
(see Figure 13.6). These figures appear to blend two divergent trends in the 
Mexican economy. 
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Figure 13.6 Rule of Law in Mexico. 


Source: Worldwide Governance Indicators, World Bank DataBank. 


Regional public goods in North America 279 


Challenges with rule of law, whether national or regional, are not limited 
to Mexico. This is clearly visible in the dysfunctional US immigration system, 
where high levels of undocumented immigration create public “bads” with 
impacts across levels of governance, including for shaping more effective tax, 
social service, and labor market policies. As with many such issues, the need 
for RPGs in rule of law is directly linked to the expansion of transnational 
flows. While NAFTA created a regional market for goods, and to a lesser but 
important extent for services and capital, it did not legally unify labor markets. 

As Estevadeordal et al. (2004, p.6) note, national commitments are cru- 
cial for adequate RPG creation. “If states are unwilling to envisage a role 
for regional cooperation to promote national development, it is unlikely that 
RPGs will be supplied at optimal levels.” When one observes the current 
political scenario of North America, it is difficult to avoid skepticism about 
the likelihood of a more united North America. There is neither the interest 
nor the necessary attention on the part of the governments in question, with 
the possible exception of Mexico, which is immersed in a deep process of eco- 
nomic reforms and whose government is mired in a delicate political situation 
with very low approval from the population, which distract it from regional 
integration. While Trudeau favors multilateralism more than his predecessor, 
the emphasis on bilateral USA—Canada ties remains. For their part, US politi- 
cians have more often referred to NAFTA as a scapegoat, not as a framework 
for regional responses to shared problems. 


Central RPGs: past production and future prospects 


In Chapter 2, Liu and Kahn divide RPGs into six functional categories. While 
we have focused on the rule of law, in closing we will address other RPGs 
produced—or lacking—in each of these functional categories. 


Economic cooperation and integration 


NAFTA’s focus was on the production of RPGs in trade and investment. At 
the regional level, these RPGs have produced greater prosperity, though with 
unequal distribution. However, trade and investment have not been the only 
economic RPGs in North America. At the macro level, there has been signifi- 
cant convergence among the three economies in terms of business cycles and 
interest rates, leading to a more predictable environment for companies that 
produce, invest, and trade in North America (Serra Puche 2015). NAFTA did 
not include formal agreements to coordinate fiscal and monetary policies, but 
informally communication among the treasuries and the central banks of the 
region is important. While for the most part convergence has been an external- 
ity of closer links among the three economies, it has at times been intentionally 
supported by government actions—most crucially in the significant US back- 
ing of Mexico during its 1994 peso crisis (De Long, De Long, and Robinson 
1996; Edwards 1998). 
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Transnational production chains have been a significant, only partially 
anticipated aspect of NAFTA. About 40% of the value added in Mexican 
exports to the USA was produced in the USA (Wilson 2011). Mexican firms 
have benefited from their insertion into the regional economy, growing 
more competitive and productive through the adoption of modern busi- 
ness practices. However, the regional economy contributes to a bifurcation 
between the regionally and globally active and the purely domestic. Talent 
and capital are available to the former while being drawn away from the 
latter. In Mexico, this has been reflected in the growth of employment in 
the informal economy (60% of the workforce, by some measures, but just 
a quarter of the GDP) (Flores 2014) where productivity has declined. By 
definition, this huge informal sector is an area where the rule of law is largely 
absent and the provision of RPGs has very little effect. RPGs cannot entirely 
substitute the need to produce similar public goods at the national and sub- 
national levels. 


Human and social development 


Despite their proximity, educational exchanges in the region have been lack- 
ing. The number of students who study abroad in another North American 
country trails behind the numbers of those who head farther afield. Canada 
and Mexico combined to send about 72,000 students to che USA—fewer than 
Saudi Arabia, and far fewer than Asia, which sent a whopping 839,000.'? As 
Robert Pastor frequently pointed out, there are hundreds of academic research 
centers in INorth America dedicated to other areas of the world, but few that 
focus on North America.!! Support for greater educational exchanges among 
the three countries would create important RPGs. The leaders have recog- 
nized this need, pledging in 2016 to create the North American Center for 
Collaborative Development, based at the University of Arizona's Consortium 
for North American Higher Education Collaboration. Its promotion of 
research on shared challenges is sorely needed, though the commitment of 
funds and leadership is not yet clear. Summit pledges also included greater edu- 
cational exchanges and programs to boost indigenous education and women’s 
entrepreneurship (White House 2016). 

RPG production has been more effective in certain professional areas, such 
as epidemiology. Governmental, academic, and private-sector actors in the 
health field undertake extensive planning and preparation to contain pos- 
sible outbreaks of disease. There is close communication and collaboration 
among the three countries, thus mitigating one possible negative externality 
of increased regional flows. A 2007 plan created under the defunct Security 
and Prosperity Partnership helped guide the three countries’ responses to a 
2009 outbreak of H1N1 influenza. The plan has been augmented with lessons 
learned? and to address emerging diseases including Zika and chikungunya 
(White House 2016). 
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Natural resources, environment, and energy 


North America has been defined by the extensive borders between the USA 
and its neighbors in terms of both the threats and opportunities that these entail. 
This is particularly clear regarding environmental challenges and opportuni- 
ties for energy sector cooperation. Long before NAFTA, regional agreements 
sought to manage shared border resources and to limit transnational pollution. 

Some of the stronger intergovernmental organizations to emerge from 
NAFTA concern environmental issues, where the challenges are very clearly 
transnational and sovereignty concerns have been less pronounced. Two 
merit mention: the North American Development Bank (Nadbank) and the 
Commission for Environmental Cooperation (CEC). The Nadbank has lim- 
ited funding and a restricted mandate, but it has financed nearly 200 projects 
that address environmental and health issues on the USA-Mexico border. 
Though the CEC lacks sharp teeth—deliberately so according to the terms of 
NAFTA's environmental side agreement—it has provided a venue for appeals 
from civil society to the international level. NGOs can use the CEC to chal- 
lenge national governments over the perceived failure to implement national 
environmental legislation. Though it lacks the power to sanction, the CEC's 
reports have served as a means to pressure governments into compliance. 

In recent summits, North American leaders have forged a commitment 
to build upon Mexican energy reforms and the growth of energy produc- 
tion in the USA and Canada to create a more secure, integrated, and green 
North American energy market (White House 2015, 2016). Perhaps the big- 
gest headlines from the 2016 Ottawa summit involved increasing clean energy 
production, boosting efficiency standards, and working to implement the Paris 
climate accords. While Mexico has sought to lead on the issue in its diplomacy 
and radical pledges to reduce CO, emissions, and Canada's new leadership 
has made bolder commitments on climate, the ability of the United States to 
deliver 1s complicated by sharp partisan divisions. 

At a meeting of energy ministers in December 2014, the three countries 
sought to develop a regional comparative advantage in energy. This focused 
on "three strategic areas": joint statistics and mapping of energy resources 
and infrastructure; unconventional oil and gas; and modernization of energy 
infrastructure, institutions, and innovation (Natural Resources Canada 2014). 
Given the widespread impact of energy on both the economy and the environ- 
ment, this should remain an important area for RPGs. 


Peace and security 


At the level of traditional interstate security, North America resembles Karl 
Deutsch's concept of a security community. There are no serious preparations 
for interstate conflict and there is an expectation that disagreements will be set- 
tled without resorting to threats of, or the use of, force (Deutsch 1957), with 
the possible exception of the Republican nominee for president being elected 
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in November 2016. However, the existence of a high-level security commu- 
nity has not lessened the impact of transnational and human security concerns, 
which have become even more salient in recent years. Both the importance 
and limitations of RPG rule of law can be seen in transnational security, a key 
challenge for Mexico, in which the USA is particularly involved as the largest 
market for drugs and a provider of illicit arms and official security support. 

There has been significant regional cooperation is terms of transnational 
security. However, these problems make clear that the limits of spillover vary 
from one level of governance to another. US efforts to control drug trafficking 
in Mexico in cooperation with the Mexican government have had no dis- 
cernible effect on the level of traffic. Policy coordination has been effective in 
some regards, such as intelligence cooperation aimed at capturing cartel lead- 
ers. However, it has been noticeably absent in others, such as in the control of 
southbound arms shipments. 

The strategy of aggressive policing has produced, at least in the short term, 
greater human insecurity—and tremendous human and economic costs—without 
notable improvements to the rule of law (Kenny, Serrano, and Sotomayor 2012). 
According to official government statistics, impunity has actually worsened: nearly 
94% of crimes are not reported or investigated. This figure was nearly as high for 
crimes against businesses, of which 88% were not reported or investigated. While 
Mexico has more police per capita than the international average," just 22% of 
Mexicans have some or much confidence in the police, according to a December 
2014 poll by the newspaper Reforma (Grupo Reforma 2014). Nearly half of pris- 
oners are being detained without having been sentenced. 

Insecurity is the most blatant manifestation of inadequate rule of law. About 
one-third of surveyed Mexican households reported having at least one person 
who was a victim of a crime in 2014; only a fraction are officially reported. 
Security concerns have a tremendous impact on Mexican businesses, too, 
which face a national average cost of more than MXN55,700 (equivalent 
to an average US$3,840 in 2015) annually as a result of crime and security 
measures (INEGI 2014). However, there is a huge subnational variation, with 
costs ranging as high as MXN90,000 per business unit in the aerospace hub 
of Querétaro (INEGI). According to the same agency, one-third of economic 
units (a category that includes both formal and informal goods and services 
providers of all sizes, including many micro-enterprises) reported being victims 
of crime in 2013. In this, too, there is a tremendous geographical variation, 
ranging from 21% in the state of San Luis Potosi to 44% in Baja California. 
Robbery, corruption, and extortion were the most common crimes against 
business. Combined, INEGI estimates that crime costs households and busi- 
nesses about 2% of GDP each year. 


Connectivity 


Insufficient investment in various aspects of connectivity has limited North 
America’s ability to take advantage of its shared geography. This has been 
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most notable in inadequate physical infrastructure, which has been strained 
by the massive expansion of trade flows. New and expanded crossings are 
needed, but have stalled. A long-planned new bridge for the world’s most 
valuable border corridor, between Detroit and Windsor, is years behind 
schedule. Rail connections between the USA and Canada are outdated, even 
as they deal with tremendous quantities of freight. The planned Keystone 
XL pipeline has been shelved for the immediate future. Mexico’s rail system, 
after decades of neglect, has received increased attention, although a new 
rail crossing on the USA-Mexico border opened only after years of delays. 
In many cases, connectivity worsened after 2001 due to the “thickening” 
of US borders (Pastor 2011), lessening the region’s geographic advantages. 
This was exacerbated by policies that limited cross-border trucking between 
Mexico and the USA (in clear violation of the corresponding NAFTA pro- 
visions), and created expensive cabotage restrictions to American-flagged 
vessels in the USA resulting from the Jones Act, a remnant of Prohibition. 
The 2014 North American Leaders Summit called for a North American 
Transportation Plan as a “key deliverable,” but this has not materialized. The 
2016 summit omitted mention of costly physical infrastructure and instead 
focused on deploying technology to make crossing more efficient—a wel- 
come, but probably insufficient step. The lack of infrastructure is replicated 
in other areas. Among OECD members, Mexico has the second-lowest 
number of fixed broadband internet subscriptions per 100 residents. The 
USA is number 16 of 34 countries; Canada is number 12. All lag even further 
behind in faster fiber-optic connections. There have been a number of recent 
positive steps, like the binational airport crossing in Tijuana-San Diego; the 
agreement to allow customs officials to do pre-clearing in the other country’s 
territory; state-of-the-art customs-checking facilities going to Mexico; and 
trusted traveler programs and some improvements in screening procedures. 
However, for the most part these welcome developments barely compen- 
sate for post-9/11 border thickening instead of advancing the region beyond 
where it was 15 years ago. A lot more needs to be done if North America 
retains its role of the most productive region on earth. 


Governance and institutions 


In governance and institutions, North America diverges clearly from the 
European model. Some of the thin institutions of NAFTA, such as the labor 
secretariat, have been allowed to expire. Less formal gatherings, such as the 
North American Leaders Summit, have been infrequent and subject to political 
whims. And given the political discourse prevalent in the presidential cam- 
paigns of 2016, the chances of advancing a regional agenda appear dim. 

From the perspective of RPGs, the crucial question for North America con- 
cerns multilevel governance. How can the regional level better promote the 
creation of RPGs that penetrate to national and subnational levels? Up to this 
point, the approach has been the opposite: how to lessen the impact of failures 
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of governance and lack of rule of law at the subnational and national levels on 
regional transactions. The national and subnational weakness in rule of law pre- 
sents a particular problem for North America, because regional institutions have 
few supranational capacities. Instead they rely heavily on national enforcement. 
However, NAFTA changed the landscape, creating new demands for coopera- 
tion. "[I]ncentives for cooperation in providing RPGs are greater when there 
are economic incentives and commercial interests in place” (Estevadeordal, 
Frantz, and Nguyen 2004). Certainly, these incentives and interests exist in the 
case of North America, but for the most part, efforts to produce RPGs have 
been ad hoc. Where they have been institutionalized, they have been thin and 
have reached across various levels of governance. Creating institutions that fulfill 
this role without overly impinging on the sovereignty of the three countries that 
have traditionally guarded it zealously is a difficult task. 


Conclusions 


In conclusion, North America’s emergence as a region, and its production of 
RPGs, has been at once exemplary and incomplete. For the previous century, 
it has been a zone of interstate peace, but regional, transnational flows con- 
tribute to high levels of violence. It was a leader in regional trade integration, 
but that integration did not produce widely shared prosperity. Opponents of 
deeper regionalism have often stressed a desire to avoid Europe’s bureaucratic 
model. However, they present a false choice: North America does not need 
larger bureaucracies to benefit from regionalism, but it does need greater polit- 
ical and fiscal investment in the creation of RPGs to manage shared problems 
and to enhance the foundations of shared prosperity. The opportunities for 
even incremental improvements in cooperation are substantial, even as the 
very basis of regional cooperation faces its greatest political challenges since the 
ratification of NAFTA. 


Notes 


1 For example, Deutsch (1957) discussed the USA and Canada as a security commu- 
nity. During the Cold War, air-defense institution NORAD did not include Mexico, 
which was instead included in Latin American defense pacts. 

2 See the Regional Public Goods Database described by Liu and Kahn in Chapter 2 
of this volume. 

3 See footnote 2. 

4 The Mexican government undertook an unprecedented campaign throughout the 
USA, targeting the population of all congressional districts that had representatives 
that were undecided on the NAFTA issue, and encouraging them to write their 
member of congress in support of free trade with Mexico. The country spent US$50 
million on such lobbying between 1990 and 1993. 

5 Defined as including Japan, China, Hong Kong, Taiwan, South Korea, and the ten 
ASEAN nations. 

6 See footnote 2. 

7 On governance across levels of analysis, see Krahmann (2003). 
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8 Melissa Dell (2015) recently noted the variety of estimates of Mexican drug trafficking 
organizations’ earnings in the US market.The State Department’s own estimate ranges 
from US$13.6 to US$48.4 billion per year, with similar estimates from other US and 
Mexican government agencies. This stands in stark contrast to the estimated US$560 
million in domestic sales in Mexico. 

9 See Le Clercq Ortega, Antonio, and Rodriguez Sanchez Lara (2015) and “Judicial 
Systems,” Citizen Security Statistics for the Americas, database, Organization of 
American States. Online: www.oas.org/dsp/observatorio/database/indicatorsdetails. 
aspx?lang=en&indicator=48 

10 Data from US Immigration and Customs Enforcement, “SEVIS by the numbers,” 
October 2014. Online: www.ice.gov/sites/default/files/documents/Document/2014/ 
by-the-numbers.pdf 

11 This was a frequent complaint in Pastor’s many books and articles, such as The North 
American Idea (2011, p.191). See also Gueorguieva (2007). 

12 See the “North American Plan for Animal and Pandemic Influenza,” April 2012. 
www.phe.gov/Preparedness/international/Documents/napapi.pdf 

13 “Indice global de impunidad,’ Centros de Estudios sobre Impunidad y Justicia. 
www.udlap.mx/cesij/resumenejecutivo.aspx 
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14 Public goods and regional 
organizations in Latin America 
and the Caribbean 


Identity, goals, and implementation 


Carlos Portales 


Introduction 


The provision of public goods in the international system has been linked to 
the existence of a hegemon, a power that is able to develop and enforce the 
rules of the system by providing desired public goods (Mandelbaum 2006). 
Since the end of World War II, the main country to perform this role in the 
international system has been the United States of America (USA). While it 
still provides substantial critical global public goods, it is no longer able to do so 
as it did in the late 20th century. Today, no country has replaced the USA in 
this regard, and the world is increasingly organized around groups of countries 
or regions. Beyond global public goods, the emerging multipolar/multiplex 
international system gives an important role to public goods produced region- 
ally and subregionally. Regionalism and subregionalism become additional 
layers in the organization of the political and economic realms both by pro- 
viding international security and by enabling participation in the international 
economy and in the creation of value chains (Fawcett 2013).! 

The dynamics of development in a world of increasing interdependence 
with a less hegemonic international system requires a wider range of public 
goods. Thus the importance of regional public goods (RPGs) for guarantee- 
ing peace and security and for providing rules and enhancing cooperation for 
development has increased. The public sector “producers” of these RPGs will 
increasingly be regional organizations, mechanisms of regional cooperation, 
and regional integration schemes, as well as intergovernmental institutions 
(Pacific Alliance) or ad hoc institutionalities (the Inter-American Development 
Bank initiative to support RPGs). 

But regions are not a geographical given. The condition of being 
a region (“regionhood”) has been linked to four elements: (1) a system 
of intentional actors (actors that are able to formulate decisions and act 
upon them); (2) a rational system with effective stated properties (ability 
to agree on values, to establish goals, and to use means to achieve them); 
(3) reciprocal recognition among actors; and (4) the ability to generate and 
communicate meaning and identity. A region has a common fate, certain 
similarities, proximity, and boundedness (Langenhove 2003). It is possible 
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for a certain territory (i.e. a state) to belong to multiple regions. Different 
definitions of “region,” even competing ones, may coexist in the same ter- 
ritories. Furthermore, in a world characterized by strong interdependence 
and closeness beyond overlapping regions, interregional and transregional 
arrangements are components of a world order. This suggests that in today’s 
interdependent world, global arrangements are still needed and cooperation 
among regions remains necessary (Fioramonti 2014). 

What is the situation in the Americas in this regard? Is there only one defini- 
tion of “region” or “identity”? What arrangements for cooperation are there? 
Do these work toward similar goals or do they seek different and even contra- 
dictory goals? How are regional organizations and other cooperation entities 
working to implement these? Do they cooperate or is there a lack of coordina- 
tion among them? 


Regionalism in the Americas 


Since the USA and the Hispanic American republics? became independent (in 
the late 18th century and early 19th century, respectively), they have defined the 
Americas as being separate from the European (international) system and as hav- 
ing different goals. Non-entanglement and the Monroe Doctrine were central 
to the US posture until World War II: the Western Hemisphere should be free 
from European interference. Bolivarian and Hispanic-American 19th-century 
expressions—from the First Latin American Congress (Panama, 1826) to the 
Fourth Latin American Conference (Lima, 1864) showed a common concern for 
preserving the independence of Hispanic-American countries vis-à-vis European 
colonial powers. Although they were not able to form a regional organization, 
sovereignty and nonintervention were prominent shared values. 

These perspectives led to a complex relationship in the incipient Inter- 
American System created by the USA and Latin American countries—including 
Brazil—at the first Pan-American Conference, held in Washington in 1889. 
Pan-Americanism was expressed as a desire for space for economic expan- 
sion plus a regional rule of law (the Roosevelt Corollary) among a group 
of countries that asserted their sovereignty, particularly over foreign private 
investment, and established nonintervention as a regional norm. 


The region in the post-World War II order: security and conflict 
resolution as an RPG 


Although the post-World War II international order was conceived as a universal 
system based on the United Nations (UN) and the Bretton Woods institutions, 
the UN Charter recognized that regional organizations contributed to the UN’s 
goals and purposes. Latin American countries expressed their strong support of 
this at the 1945 San Francisco Conference. In 1948 they founded, with the USA, 
the Organization of American States (OAS), seeking RPGs based on common 
values. From the beginning, the OAS was an inter-American regional security 
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and conflict resolution system that, recognizing the nonintervention principle, 
established bodies such as the Meeting of Consultation of Ministers of Foreign 
Affairs to collectively act when regional security was at stake. Latin America’s 
desire to partake in the benefits of the Marshall Plan was not accepted by the 
USA, thus downplaying any economic RPGs. It would thus take more than ten 
years to create a regional development bank: the Inter-American Development 
Bank (IDB), which was founded in 1959, although the idea for it had first been 
raised at the 1889 Pan-American Conference. 


Regional economic integration as an RPG: the beginnings 


The creation of a common trade regime to expand domestic markets, allow- 
ing protection vis-a-vis the outside world, was the first economic RPG to 
be created in post-World War II Latin America. The Latin American Free 
Trade Association (LAFTA) was created in 1959 and envisioned a regional 
market. Subregional organizations followed: the Central American Common 
Market (CACM), created in 1960; and the Caribbean Free Trade Association 
(CARIFTA), created in 1965. But LAFTA was not able to achieve its objec- 
tives within the agreed period of negotiations. CACM was blocked after the 
1969 war between Honduras and El Salvador due to contrasting perceptions of 
cost and benefits among its members, nor was it able to recover during the sub- 
sequent period of Central American civil wars. Only CARIFTA was able to 
evolve, and in 1975 became the Caribbean Common Market (CARICOM), 
thus advancing the integration aspirations of its small island members. 

In 1969, five small and medium-sized LAFTA members launched a new 
integration scheme: the Andean Pact, adding preferential treatment for less 
developed members, industrial policies, and conditions on foreign invest- 
ment. But these industrial and foreign investment policies were progressively 
abandoned, and even when a more comprehensive institutional arrangement 
was formally added, creating the Andean Community (CAN), the process lost 
steam. 

In 1980, the Latin American Integration Association (ALADI) replaced 
LAFTA, softening trade liberalization objectives and keeping the scheme as 
an umbrella for existing arrangements while also allowing eventual further 
negotiations. 


Democracy, liberalization, and regional integration: the 1990s 


The fall of the Berlin Wall, the demise of the USSR, and the worldwide pre- 
dominance of liberal values coincided with the end of almost all authoritarian 
regimes in Latin America, the reassertion of human rights, and growing coopera- 
tion in the protection of democratic governments. The OAS played a significant 
role establishing institutions fostering human rights and democracy as RPGs— 
its support of the expanded operation of the Inter-American Commission on 
Human Rights (ACHR), the functioning of the Inter-American Court on 
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Human Rights, and the process that led to the Inter-American Democratic 
Charter (IADC) in 2001 all highlighted the new consensus at the turn of the 
millennium. 

After the Latin American debt crisis, the end of the “lost” decade of the 
1980s, and in the context of globalization, economic integration objectives 
were adapted to a more open world trade system. CAN adopted liberalizing 
reforms in 1989, abandoning the inward-oriented model of development and 
opening up to external markets. In 1991, Brazil and Argentina spearheaded the 
creation of the Common Market of the South (MERCOSUR), which also 
included Paraguay and Uruguay.? This process was less favorable to open mar- 
kets but in its first decade it cautiously attempted some liberalization. At that 
time, Mexico had begun negotiations for the North American Free Trade Area 
(NAFTA), while Chile, a country with a significantly open market, launched 
negotiations for multiple bilateral free trade agreements (FT As). Central 
American countries also relaunched their integration process and created the 
Central American Integration System (SICA). Old 1960s product-by-product 
negotiations were replaced in FTA negotiations with across-the-board tariff 
reductions with exception lists, thus weakening tariffs as trade barriers within 
the region. At the same time, further commitments to liberalization in services 
and in investment rules and the establishment of conflict resolution mecha- 
nisms have not been realized or were only partially agreed on. 

Furthermore, liberalization of markets, a more limited role of the state, 
and an increased role for the private sector led to the Summit of the Americas 
decision to negotiate a common hemispheric framework that included the 
USA and Canada. The process for a Free Trade Area of the Americas (FTAA), 
launched in 1994, was a very ambitious inter- American attempt to agree on 
common trade rules and disciplines. In practice, the prolonged negotiations 
allowed antagonist voices to develop, and the process finally stalled in 2005. 


The 21st century: overlapping regional organizations 


At the beginning of the 21st century, domestic policy changes in a num- 
ber of countries blocked the development of open policies. Venezuela, then 
Ecuador and Bolivia softened or abandoned open trade policies, stalling CAN 
and particularly its negotiations with external partners. Venezuela withdrew 
from CAN in 2006, and Bolivia and Ecuador did not join Colombia and 
Peru in CAN negotiations for an association agreement with the European 
Union (EU) (although Ecuador later agreed to one on its own). Likewise, 
CAN members were unable to jointly negotiate an FTA with the USA, and 
only Peru (2009) and Colombia (2012) did so bilaterally. Given this history, 
CAN remains a framework in which preferences among members have already 
been agreed. 

After economic crises in Brazil (1998—1999) and Argentina (1999—2002), 
MERCOSUR did not continue its process of liberalization. Indeed, the 
advent of new government coalitions in both countries barely maintained 
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the framework that had previously been agreed upon, and MERCOSUR has 
not finished negotiations with significant world trade partners, concentrating 
instead on regional enlargement and accepting countries with a strong protec- 
tionist stance (Venezuela and Bolivia) as full members. 

Over the last decade, Latin America and the Caribbean (LAC) have created 
new mechanisms of cooperation, but many do not emphasize common trade 
policies. Other RPGs have been promoted in the areas of conflict resolution, 
defense, connectivity, and even international political representation, as well as 
RPGs that respond to functional cooperation areas, such as health, education, 
the environment, and so on. As a result, there are regional organizations pro- 
moting different RPGs, sometimes multiple regional organizations focusing on 
similar RPG functions, although not always from the same angle. 

The Union of South American Nations (UNASUR) was officially formed 
in 2008. Its origins lie in a Brazilian initiative’ focusing on connectivity 
through the Regional Initiative for Infrastructure in South America (IIRSA), 
which was started in 2000. The process evolved and led to the creation of 
the South American Community of Nations in 2004, which sought to define 
a new region, South America, with a different identity to those of North 
and Central America. The process culminated in the creation of UNASUR, 
blending this new geographic definition with a wide range of new pub- 
lic goods, including de-emphasizing open markets (a mark of Venezuela’s 
involvement). UNASUR covers conflict resolution (through its Council of 
Heads of State and Government); 22 areas of ministerial or sectoral coopera- 
tion, including institutions of mutual defense, the South American Defense 
Council (SADC); and represents a new regional identity (South America). 
UNASUR has thus been acting in parallel to the OAS or has replaced it 
in dealing with several conflicts—both international and domestic—within 
South America, such in the Bolivian regional crisis of 2008 and in the accept- 
ance of US use of Colombian military bases in 2009. SADC is independent 
of existing inter-American security and defense institutions. UNASUR has 
created electoral observation missions, duplicating those of the OAS, and it 
represents South America as a region in summits with African countries and 
the Arab nations? 

Another entity, the Bolivarian Alliance for the Peoples of Our America— 
Peoples’ Trade Treaty (ALBA-TCP) was created by Venezuela and Cuba in 
2004 to promote an alternative to globalization (opposing free trade regimes) 
through intergovernmental cooperation. Supported by Petrocaribe—a low-cost 
oil transfer program—it involved 12 countries? in 2015. ALBA has also devel- 
oped political coordination among its members in international organizations. 

Other countries that were committed to taking better advantage of more 
open markets and increasing participation in foreign trade reached FTAs with 
the USA, agreements with the EU, and some Asia-Pacific countries. Central 
American countries thus achieved the CAFTA-DR agreement with the USA 
in 2004, and another with the EU signed in 2012 and provisionally applied 
since 2013. Peru (2009) and Colombia (2012) also reached FTAs with the 
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USA and association agreements with the EU (2012, provisionally applied since 
2014). In 2011, countries that had been following their own path—Mexico, 
which signed NAFTA with the USA and Canada in 1994; and Chile, which 
had the largest number of bilateral FTAs’—joined Peru and Colombia to form 
the Pacific Alliance (PA), so as to further increase integration and coordination 
on the world economic scene. The PA countries already had mutual FTAs; all 
had FTAs with the USA and Canada and association agreements with the EU; 
and Mexico, Chile, and Peru belong to Asia-Pacific Economic Cooperation 
(APEC) and are parties to the Trans-Pacific Partnership (TPP), currently in the 
process of being approved and ratified (Nolte and Wehner 2013; Foxley and 
Meller 2014). 

With regard to political identity, the Community of Latin American and 
Caribbean States (CELAC) was created in 2011, and is the first all-encompassing 
organization for LAC political cooperation. It has its roots in the experience 
of the Contadora Group, which expressed the voices of Mexico, Colombia, 
Venezuela, and Panama in the 1980s so as to solve Central American wars 
through negotiation and diplomacy. Contadora was followed in 1986 by the 
Rio Group (RG), a consultative political body created by the above members 
plus Argentina, Brazil, Peru, and Uruguay to support the new democracies and 
represent the Latin American point of view in world affairs. The progressive 
enlargement of the Rio Group to include all of the Caribbean countries led 
to the creation of CELAC, a new entity to represent LAC interests. While 
some ALBA countries see CELAC as a substitute for the OAS—minus the 
USA and Canada—others seek compatibilities between the two organizations. 
Up to now, CELAC has worked toward a broad consensus among a variety 
of actors with very different policy orientations and represents the LAC as a 
region—with a low common denominator—in dialogues with the European 
Union (EULAC)* and China (CELAC-China Forum and, particularly, the 
China-Latin America Foreign Ministers’ Dialogue). 


Regional public goods and regional organizations 


The Cold War period 


Regionalism was built based on two different perspectives—inter-American 
and Latin American—and these focused on different issue areas. The inter- 
American organizations, that is, the OAS and the Inter-American Treaty of 
Reciprocal Assistance ((ATRA), promoted regional security and conflict reso- 
lution (although in the 1980s conflicting perspectives developed between the 
USA and a group of Latin American countries over the Central American con- 
flicts, thus the OAS played no major role in the resolution of those conflicts). 
Human rights and democracy were also founding principles of the postwar 
Inter-American System. Regional institutions for the promotion of human 
rights began to be developed at the end of the 1950s and matured in the 1980s 
(Goldman 2009). Inter- American institutions for the protection and promotion 
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of democracy have been strengthened since the end of the 1980s (Pasqualucci 
2003, pp.1—25 and pp.326-350). 

Latin American organizations were designed to build regional and subre- 
gional economic integration starting with trade agreements. They were not 
able to achieve their objectives because of frequent policy shifts. During the 
Cold War, Latin American regions and subregional economic agreements did 
not include the USA. 


From the end of the Cold War to the turn of the 21st century 


From the late 1980s to the start of the 21st century, inter- American and Latin 
American organizations converged in attempts to provide several RPGs. 
Although the 1989 US invasion of Panama revealed a deep disagreement 
between the USA and Latin America, by 1991 both sides agreed to emphasize 
the defense of new democratic regimes and to refocus security perspectives, 
which led to the 2003 Mexico Declaration on Security in the Hemisphere. 
The Latin American reaction to 9/11 supported the concept of Hemispheric 
Security and expressed strong solidarity with the USA. 

After Panama, cooperation for the protection and promotion of democ- 
racy developed, as a result of which OAS electoral observation machinery was 
strengthened, automatic responses to coup d'états were established in 1991, and, 
finally, the [ADC was passed on September 11 2001. During this period, the Rio 
Group developed very active positions that converged with those of the OAS. 

Convergence in the 1990s also developed in the fields of international trade 
and economics. Latin American countries adopted more open international 
economic policies, and regional agreements followed the same lines, which 
enabled the decision made at the Summit of the Americas to start negotiations 
for the FTAA, the first attempt to establish common trade rules as an RPG 
with an inter-American framework. 


The 21st century 


Regional tendencies shifted again and diverged in the first few years of the 
21st century. The backlash of the shortcomings of the economic and trade 
reforms of the 1990s, known as the Washington Consensus; the emergence of 
antiglobalization efforts; and the rise to power of skeptics of trade liberalization 
in several LAC countries led to alternative models. The failure of the FTAA 
negotiations and the stalled multilateral trade negotiations led to the prolif- 
eration of trade agreements with more limited scope, in some cases including 
major trade powers and in others only among LAC countries. New regional 
organizations—Latin American, South American, and subregional—were cre- 
ated around different issues and had different and even conflicting identities. 

How to define RPGs and how to attain them had become a subject of con- 
troversy. Difficulties in upholding a common definition of trade policies led to 
the stagnation of the MERCOSUR and CAN.’ 
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An additional trend has been the participation of some LAC countries in 
transregional arrangements like the TPP. Others have become part of new 
global arrangements (Brazil in BRICS; and Argentina, Brazil and Mexico in 
the G-20), but acting independently of regional links. 

The failure to build an inter-American identity through trade rules (FTAA) 
led to several competing Latin American projects. Subregional identities were 
reaffirmed (for example, 1n Central America and the Caribbean) while others 
(the Andean nations) were eroded. New overlapping and even contradictory 
identities begun to emerge: 


e a radical antiglobalization stance (ALBA-TCP) that aimed to influence 
other new regional organizations; 

e a South American identity (South American Community of Nations) that 
initially centered on Brazil, but that went on to include ALBA countries 
and became UNASUR; 

e the transformation of the MERCOSUR project from a moderately pro- 
tected market into one with strong mercantilist practices; and 

e the organization of those countries with open trade views to better take 
advantage of globalization (the PA).'° 


Increasing complexity in the implementation of RPGs 


Since the 1950s, the provision of RPGs in LAC has become increasingly com- 
plex, both because of the new issue areas covered and due to the multiple 
regional and subregional institutions involved. Starting with regional security 
and conflict resolution, the issue areas in question expanded to include regional 
and subregional trade, the opening up of economies to major external markets, 
connectivity, human rights, the protection and promotion of democracy, and 
external regional representation, as is shown in Table 14.1 which shows the 
increasing complexity in the provision of RPGs in LAC since the 1950s. 


Regional security / conflict resolution 


A framework for regional security and conflict resolution was provided by the 
OAS and was effective during the 1950s and 1960s, but it gradually became less 
effective and was unable to play a role during the Malvinas/Falklands War in 
1982 and in the Central American wars of the 1980s (Shaw 2004, pp.59—149). 
Latin American countries developed independent views on the Central American 
situation (Arias Plan and Contadora Group) and ultimately organized themselves 
as the Rio Group.'! The 1990s was a period of renewed cooperation between 
the USA and Latin America, with convergence between the OAS and the Rio 
Group around the protection of democracy. Regional security and conflict reso- 
lution became more diffuse during the 21st century (see Table 14.2). 

In South America, UNASUR has joined the OAS—and in several cases 
practically replaced it—in dealing with conflicts, such as in Bolivia (2009) and 
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Table 14.2 Meetings of Consultation of Ministers of Foreign Affairs. OAS and the 


9/11 terrorist attack/Ecuador-Colombia 
Nicaragua-Costa Rica/Ecuador-UK/ Argentina debt 


2000s 
2010s 


Rio Treaty 
Years Meetings Subject 
1930s-40s 3 Hostilities in Europe/Japan attacks US 
1950s 2 Communism/Caribbean-Dominican Republic 
1960s 8 Cuba/Dominican Republic/strengthening alliance for progress 
1970s 5 Ecuador-US tuna problem/Cuba/Costa Rica—Nicaragua 
1980s 3 Ecuador-Peru/Malvinas-Falklands/Panama 
1990s 1 Requested, no meeting 
3 
3 


Source: Compiled by author from OAS website 


Ecuador (2010), or has taken a conflicting position, as in Paraguay (2012). 
Recently the Venezuela-Colombia conflict over border closure was referred to 
UNASUR and has been blocked for consideration by the OAS. Nevertheless, 
the OAS has started to deal with new regional security problems such as drugs 
and citizen security. It is relevant to note the renewed importance of the 
Bogotá Pact—an inter-American instrument—and the International Court of 
Justice in the solution of 12 border delimitation disputes and other interna- 
tional disputes in recent years.'” 

Finally, it is also important to remember that LAC is the only region in the 
world that has avoided international armed conflict since 1995 with the con- 
clusion of the brief Ecuador-Peru territorial dispute hostilities. 


Regional trade 


As was discussed above, regional trade agreements from the 1950s to the 1980s 
were Latin American attempts to create regimes to provide RPGs. But the 
first region-wide arrangement, ALALC, did not reach its goals and in 1980 
become simply a framework to coordinate a web of mainly bilateral agree- 
ments (ALADI). The Andean Pact, formed in 1969, redesigned regional 
integration and included industrial policies, limits on foreign investment, and 
preferences for less developed countries. But it was unable to keep its policies 
in place and abandoned its foreign investment policy and industrial projects 
within a decade. 

Other subregional organizations followed different paths: while CACM 
had initial success, controversies over the distribution of the costs and benefits 
of the process led to paralysis, followed by a decade of civil wars in Central 
America. The English-speaking Caribbean expanded the membership of its 
FTA (CARIFTA) and evolved into an expanded incomplete common market 
(CARICOM). 

Substantial reforms to international economic policies in the 1990s led 
to openings to external markets, increased importance of the private sector 
and a more limited role of the state, financial prudence, and macroeconomic 
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stability, leading to changes in institutions of integration: CACM became 
SICA, the Andean Pact was transformed into CAN, and a new organization 
with a cautious approach to liberalization, MERCOSUR, was founded. At 
the same time, a new project, NAFTA, was agreed among Mexico, Canada, 
and the USA—the first trade agreement beyond Latin American borders 
and several bilateral FTAs were reached under the umbrella of ALADI. A 
common economic vision led to the start of almost a decade of negotiations 
for the FTAA. 

By the beginnings of the 2000s these integration schemes were changing. 
SICA, aiming to enter US and EU markets, was able to maintain and imple- 
ment open policies. CAN was shaken by policy shifts in Venezuela, Bolivia 
and Ecuador, and MERCOSUR lost its appetite for open economic policies 
after economic crises in Argentina and Brazil. 

How have these changes affected the actual trade performance of LAC? 
Table 14.3 shows the growth in exports to the world from LAC countries from 
1995-2015. During this period, LAC's overall exports quadrupled, growing at 
an average rate of 7.2 percent per year. Mexico's exports grew more rapidly 
(8.1 percent average annual growth) than the rest of LAC (6.6 percent). 

At the subregional level, Central American exports grew 6.7 percent per 
year between 1995 and 2015, with those of the five CACM members grow- 
ing at an average rate of 7.9 percent. Exports of South America, comprised 
of CAN, MERCOSUR, and Chile, similarly grew at an annual average of 
6.7 percent, and those of the Caribbean at 5.7 percent. 

Together, exports of the Pacific Alliance countries (Chile, Colombia, 
Mexico, and Peru) increased by 7.9 percent annually, although this largely 
reflects Mexico's performance as the largest trading economy in the region. 


Economic agreements with major markets 


These were perceived as an RPG by some, while others rejected them or con- 
ditioned their negotiations to important concessions—mainly, but not only, in 
agriculture—of major trade powers that remain off the table. Thus, we have 
Central American countries reaching agreements with the USA and the EU; 
CAN is divided; Peru and Colombia have bilateral agreements with the USA 
and the EU; Ecuador only has an agreement with the EU; Mexico entered 
NAFTA with the USA and Canada and has an agreement with the EU; and 
Chile did the same bilaterally. 

On the other hand, neither Bolivia nor Venezuela has pursued agreements 
with major external markets, and although MERCOSUR started negotiations 
with the EU, after more than a decade it has not been able to forge a trade pact. 
Although negotiations were resumed in 2016, an agreement still seems far from 
being reached. Indeed, MER.COSUR. does not have trade agreements with 
any major commercial powers. 
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If we look at the driver for global trade today, the Asia-Pacific countries 
have 31 bilateral FTAs with LAC countries, two preferential trade agreements, 
and one multilateral transpacific trade agreement." 

In sum, today's scenario involves, on the one hand, Central America and 
the PA developing schemes of (sub)regional integration linked through FTAs 
and transregional agreements with major markets, the PA more deeply so 
than Central America. On the other hand, MERCOSUR trade rules are 
not being applied for Venezuela, and Bolivia has not fully implemented its 
accession. The current strong division over the Brazilian presidency during 
the second half of 2016 1s raising questions about the institutional basis of 
MERCOSUR and risking the bloc’s future (MercoPress 2016). Furthermore, 
while the four original members have accepted a dialogue to find conver- 
gences with the PA, Paraguay and Uruguay are already observers of the 
PA, the president of Argentina attended the recent PA Summit in Puerto 
Varas, and Uruguay is close to signing an FTA with Chile. Finally, ALBA 
has lost steam after the decline in oil prices and the crisis in Venezuela. Its 
government-to-government projects lack financial resources; its economies 
are following divergent paths; but political solidarity and common positions 
in many multilateral fora still remain.'* 


Connectivity 


In the 21st century, connectivity is considered to be an RPG that is essential 
to integration. As previously mentioned, the South American Summit con- 
vened in 2000 by the president of Brazil led to the creation of IIRSA, which 
included the 12 countries of South America and would coordinate transpor- 
tation, energy, and communication projects. In. 2011, IIRSA became the 
technical body for the South American Council of Infrastructure and Planning 
(COSIPLAN) within UNASUR. COSIPLAN has agreed on the Strategic 
Action Plan 2012—2022, and in 2014 established priorities within its portfolio 
of 477 national, 95 binational, and five trinational projects, which represent 
a total investment of US$163.32 billion, organized into nine geographical 
Integration and Development Hubs. Some 12.496 of those projects had been 
completed by 2014 (US$ 20.35 billion) (UNASUR /COSIPLAN 2014). 

In 2001, the president of Mexico launched the Plan Puebla-Panama, 
which included nine countries from Mexico to Colombia (subsequently 
joined by the Dominican Republic) with projects related to connectivity 
and the extraction of natural resources. In 2008 the Mesoamerican Project 
was launched centering on health, energy, transportation, trade facilitation, 
sustainable development, human development, tourism, disaster prevention 
and mitigation, and security (Mesoamerican Integration and Development 
Project 2015). A supplementary regional electric market has been created 
and the Central American Electrical Interconnection System (SIEPAC), 
which has a capacity for about 5% of Central America's total demand, has 
been operational since 2014 (Sáez 2014). Nonetheless, a stronger regulatory 
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framework and the extension of lines to connect Mexico and Colombia (the 
tenth member country) would significantly enhance the regional electricity 
market (O’Connor and Viscidi 2015). 


Human rights 


The American Declaration of the Rights and Duties of Man was approved 
in 1948, at the same time as the OAS Charter, and preceded the Universal 
Declaration of Human Rights. Nevertheless, it took more than a decade to 
create the IACHR, which was established in 1959, and more than another 
decade to strengthen its powers. The IACHR promotes the observance and 
protection of human rights in the Americas, and its powers have been progres- 
sively increased by the decisions and actions of the OAS. 

The IACHR began to play an active role through its visits in loco. The first 
visit was in 1965, following the US invasion of the Dominican Republic, and 
five more missions followed over the course of the 1960s. There were five 
more in loco visits in the 1970s, 23 visits in the 1980s, and 41 during the 1990s, 
before the number went down to 13 in the 2000s and 3 in the 2010s. 

The IACHR also has issued 64 Country Reports since the 1960s, which 
analyze the situation in different countries and make recommendations to 
improve respect for human rights. In some cases, these reports have had 
significant impact and generated international pressure to protect human 
rights. 

Since the 1970s, in its Annual Report to the General Assembly of the OAS, 
the IACHR has informed on human rights violations in some countries in addi- 
tion to its country reports. From 1978 to 1994, the Annual Report included a 
chapter on the status of human rights in several states, highlighting the situation 
in 14 specific countries. A third step has been followed from 1996 onward: 
the Annual Report included a chapter reporting countries with human rights 
practices that require special attention, following criteria previously defined by 
the IACHR. Over 19 years, nine countries have been included in this method 
of reporting to the political body of the OAS. 


Table 14.4 Inter-American Commission on Human Rights (1960-2014). Protection 
of Human Rights in Countries 


Years 1960s 1970s 1980s 1990s 2000s 2010s 


Missions in loco 3 5 23 41 13 3 
Country Reports 6 13 15 15 12 2 
Annual Report Chapter* — - 8 55 39 38 16 


Source: compiled by author based on OAS website. 


* The IAHRC Annual Report includes a chapter on the status of human rights in certain coun- 
tries from 1978 to 1994. After spelling out its criteria, from 1996 on it included a chapter on 
countries with human rights practices that require special attention. 
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Besides reporting, the [ACHR was authorized in 1965 to examine complaints 
or petitions regarding specific cases of human rights violations. The IACHR. has 
received over 19,420 petitions, opening more than 12,000 cases. During the 
years 2010 and 2014 alone, 9,011 petitions were received by the [ACHR and 
1,082 were processed. In the same period, 16 Merit Reports? were published, 
39 friendly settlements were reached between victims and states, and 81 cases 
were sent to the Inter-American Court of Justice. As part of these processes, 
2,140 requests for precautionary measures were received by the [ACHR, and in 
219 cases precautionary measures were granted. 

The Inter-American Court of Human Rights—an international tribu- 
nal with jurisdiction—was created in 1969 and has been in place since 
1978. The court made its first decisions on contentious cases in 1987 


Table 14.5 Decisions of the Inter-American Court of Human Rights (1987-2015), 
by Type of Decisions, Countries, and Period 


Decisions and Provisional Monitors on 

Judgements Measures Compliance 
Country 
Argentina 20 19 15 
Barbados 2 4 2 
Bolivia 6 _ 9 
Brazil 7 32 8 
Chile 8 _ 13 
Colombia 26 104 43 
Costa Rica 2 J 5 
Dominica = x: — 
DominicanR epublic 5 15 4 
Ecuador 22 8 29 
ElSalvador 9 18 8 
Grenada — = = 
Guatemala 31 90 52 
Guyana _ = = 
Haiti 2 6 — 
Honduras 17 17 14 
Jamaica — — — 
Mexico 10 38 14 
Nicaragua 6 4 9 
Panama 7 1 16 
Paraguay 8 3 24 
Peru 68 60 93 
Suriname 9 — 6 
Trinidadand Tobago 5 18 2 
Uruguay 3 = 1 
Venezuela 21 91 17 
Period 
1987—1999 63 93 2 
2000-2015 231 443 382 
1987-2015 294 536 384 


Source: compiled by the author based on the Inter-American Court of Human Rights website, 
2015 
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(on preliminary objections) and in 1988 (on merits).'^ A significant part 


of the region—25 countries—has enjoyed the protection of this supra- 
national system. Table 14.5 shows how the court has taken cases from 
different countries and how its work has been strengthened. The court's 
expanded role can be seen by comparing the number of decisions taken in 
1987—1999 with those taken in the 2000s. Particular importance should 
be placed on the orders on provisionary measures and the monitoring of 
compliance with its judgments. 

The IACHR system has been developed to provide human rights as an 
RPG: the commission has oversight over the whole hemisphere, while the 
court exercises jurisdiction over many countries. In the last decade, there have 
been attempts to limit their powers and even to question them. These ini- 
tiatives came mainly—although not exclusively—from ALBA countries, and 
two countries have withdrawn from its jurisdiction (Trinidad and Tobago in 
1998 and Venezuela in 2012). But the system is the only regional legitimate 
instrument to promote and protect human rights while exercising jurisdiction. 
Extending the court’s jurisdiction over all hemispheric countries would rein- 
force this RPG (Barretto Maia et al. 2015). 


Democracy 


As a common value, democracy is central to the preamble of the Charter of 
the OAS, but the creation of institutions to promote and protect did not come 
about until the 1990s. Following the end of authoritarian experiences in South 
America and the civil wars of Central America, the Rio Group and the OAS 
began to work toward protecting democratic regimes. OAS electoral observa- 
tion missions began in the 1960s and they were strengthened and expanded in 
the 1990s. '7 

The Santiago Commitment to Democracy and the Renewal of the Inter- 
American System was adopted in 1991 by OAS resolution 1080 (XXD. It 
created an automatic response to irregular interruption of democratic political 
institutional processes in any OAS member state. This opened a space for the 
collective protection of democratic processes. Resolution 1080 was applied 
during the 1990s and led to the approval of the IADC as described above. 

Nevertheless, in the new millennium, the consensual values of the 1990s 
begun to be de-emphasized and even contested. Difficulties in the enforcement 
of the IADC followed the coup attempt against President Chavez in Venezuela 
in 2003, and the coup against President Zelaya in Honduras in 2009. The adop- 
tion of democratic clauses in other regional organizations (MERCOSUR, 
UNASUR) reaffirmed common purposes, but parallel mechanisms for imple- 
mentation allowed different reactions to circumstances in Paraguay in 2010 and 
in Ecuador in 2012. Furthermore, the effective electoral observation system at the 
OAS was duplicated in the 2010s by UNASUR’s follow-up (“accompaniment”) 
system, weakening international supervision of electoral procedures, which is key 
to fair and transparent elections (Heine and Weiffen 2015). 
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In sum, regional institutions to protect democracy as RPG have played a 
positive role in avoiding coup d'états, but they have been less able to support 
democratic practices when illiberal forms of government are exercised. 


External regional representation 


During the Cold War, there was no organized external representation of the 
region in the world system, showing the limits of regionalism during that 
period. Instead, inter- American organizations operated within the region. At 
the UN, a formal Latin American Group operated as a regional group for the 
formal work of the organization. Only during the 1990s did the Rio Group 
begin to establish formal dialogues with other regional groups and major 
powers at the UN, projecting an incipient regional Latin American iden- 
tity. The formal dialogue of the Rio Group with the European Community 
in 1991 expanded into the EULAC Summit in 1999 (including Central 
American and Caribbean countries) and into the CELAC-EU mechanism 
after the creation of CELAC in 2011. It is important to remember that 
EULAC/EU-CELAC is mainly a biregional framework for political dia- 
logue and that the EU has reached formal association agreements only with 
subregional entities or on a bilateral basis. CELAC has also established a 
forum with the People's Republic of China, and while there 1s a Chinese- 
Latin American policy, no common negotiating position has been reached 
with China by any Latin American country. In the 21st century, external 
regional representations were developed by UNASUR with the African 
Union (Africa-South America Summit, ASA) and with the Arab League 
(Summit of South American-Arab Countries, ASPA). Frameworks for dia- 
logue were also established, but within South America only Brazil has an 
effective African policy, and the dialogue with the Arab League became para- 
lyzed with the civil wars in Libya and Syria.'® 


Coordination (or the lack of coordination) in seeking RPGs 


One further point worth highlighting is the increasing complexity arising 
from differing definitions of RPGs, overlapping memberships in international 
entities that seek to create those RPGs, and the low level of coordination 
among them. 

Table 14.6 shows the multiple channels that work on RPGs: there are 120 
ministerial and high-level meetings (M&HLM) in eight regional and subre- 
gional organizations with different and overlapping scopes. One can also see 
that regional (inter- American, Latin American, and South American) organiza- 
tions are not working on common regional trade rules, nor on external trade 
negotiations—the traditional engine of integration. As has been noted, the 
FTAA failed in 2005; CELAC only acts as an umbrella for subregional and 
country negotiations with third parties (EU and China); and UNASUR is 
not seeking further trade integration because of the contrasting views of its 


(ponuijuo2) 


x x x SAX x KSoJouuyoe T @ e»uero»g 
X X X X x x jueuruoJ3rAuq /3ueurdo[oAe(qq ə|qgeure3snç 
x x x x ÁKS1ouq 
X X X X x UISIInO], (uonnjosesg 
X X X X X | VOIX emynonSy lƏrguoS/&Qunəəs 
X X x x x uoneodsuesy /syIOM 2rmqngq/2e3n32ndjse3yu] ur uey} 19970) 
X x x 3ueuido[oAe ([/ Arsnpu] uonedodoo^ 
X X x 9x x cx sigy Areyouop @ Kanseo3], S3rurouooq 
SA X x uondns105-nuy 
x x x eonsnf 92UCUJ9AOx) 
sjoxureur 1ofeur 
VX X X €x sjuouroo1de orurouooq YUM suomy 
Áymuop] Pood 
¿X X X X x x uoneessiday [e2ni[oq- Ieu191xÇq Ieuoneu3əluI 
NW VSUll ÁKS1ou X speo :A3Anooeuuo?) ÁyIAH20ouuo) 
x x uoneAJ3əsqO [e10329[q/ K2v120ure(q ÁKoe3o0Uule(q 
TX S*IHVIX SSN ueumngq SyS ueung 
X X X X X OTVd OM * ƏpLIL uoneiSoeju 29 opea, 
x x DMX x AYINIIG orqnq /3uəoruussAo5 
x OGVS X x əsuəJəG uonn[oseow 
X X X X xX X x AITO uSro104 jorguoS /Qumnəəs 
Sunoour [OAV]-YSIY pue [er193srurq sod 
v e 
SSK Ü Š S ° S 
So x Z 8 x x 5 
š Z 
EE x a 
à =< S UONVZIUVŠIQ |vuonvudajug 


suoneztue21() [euorda1qng pue [euorga x] pue oq Aq SUNIN [9AƏT-uSrH pue yersasrurpy 9 7] AWI, 


tuorssrturtuoƏ osnqy [OUOD 
Sna(q ucoututuvy 197W] :IVOIO UVonezruresig queer ueouosury ueq :OHVd UOM uo uotrssttutuoO uteorury 193u] WIO ‘WAS NYIN uetunH ucouəury 
INU] :VOII WouUoury qnos ur o1njonasegu] 107 oAneniu] [LUOTBOX YSA ‘wWoysAg IYEN uetunH ueououry 1940] :SAIHVI :92u219jo1d yue uvaqquesd oui 
pue ucouətuvy une] :OTvd [uno esusje(q ucouəuty ymos :O CYS ‘uoneiedood pue Suruuryd 3uouroSeutur ysa Joysestp quə3səp utougy jo o[doed ‘swe 
[[£uus Jo Surgery yor *uonteiSrtu uo sdnoiy Suppj0/A. OV THO IYO ose ANL :/X ‘pores suonenoseu VLLA tx XIASVNM puno yaloid pezi[rugun 
e SI ING [op ooutq :9 ‘sSunoow Gd] puno 3oour siojsrurA NULU :ç fA[[euorgogsuem pue Á[royeprg :p teur?) pue NF YM suwe 10} 10A our] [eo 
-od e se soy :c fsornunoo 12A19sq0 (QZ seu Vd Z tuonouroud pH :[ 329fo1q ueououreosoj qW ‘dnog Suyo y [242] uSrH DM X TUNSIN :X :8930NI 


¿SA X x X AVOID X ssniq 
xX x X X X X X əmmnyny 
X X X X X X X uoneonpq 
X X X X x OHVd X UreeH 
X X X X OMX WIO X TJopuer)/u9U1o A 
X X X X X x juərudoj|əAəG Jenos 
x x x x 1oqeT suey enos 
reg fF S Q ° 
So x Z Š = E z 
> Q š a S e 
pO = 2 
8 = cud Uozu jpuoypusju] 


(panuguo)) 9p] AWI, 


Regional public goods in Latin America 307 


member countries. Entities such as CELAC and UNASUR have preferred to 
seek other forms of economic cooperation (nontrade related) and social coop- 
eration, which has been labeled postliberal regionalism (Serbin, Martinez, and 
Ramanzini 2012). 

UNASUR, CELAC, and MERCOSUR are three strongly overlapping 
organizations ° working in the same areas: there are 17 M&HLMs in eight areas 
of economic cooperation (in areas other than trade) and another 17 M&HLMs 
in seven areas of social affairs. If we add the 32 M&HLMs of the subregional 
entities (CAN, SICA, and CARICOM), there are at total of 66 M&HLMs in 
LAC focusing on 15 areas of economic cooperation and social affairs. There are 
an additional 14 inter-American M&HLMs, for a total of 80 M&HLMSs within 
the Americas to deal with these 15 areas. However, these eight international 
organizations and entities do not work in coordinated fashion (ECLAC 20142). 


RPGs: institutions, goals, and implementation 


'The evolution of the regional system over the last 70 years has led to the 
emergence of many regional organizations based on different identities (inter- 
American, Latin American and Caribbean, Central and South American) that 
seek RPGs. At the time of their creation, inter-American and Latin American 
organizations focused on different RPGs (mainly security and trade, respec- 
tively; however, during a short period in the 1990s, their goals expanded 
and intersected, and implementation in many cases was mutually reinforcing 
(human rights, democracy, and trade). 

The current situation is complex: more regional organizations with overlap- 
ping goals coexist, but definitions of RPG do not necessarily coincide. OAS 
and UNASUR compete as loci for conflict prevention and resolution (Sanahuja 
and Verdes-Montenegro 2014). 

The impressive development of the Inter-American System to protect 
human rights when national governments responsible for their enforcement 
are unable or unwilling to comply is still incomplete. Although the ACHR 
oversees the entire western hemisphere, its court is able to exercise jurisdic- 
tion only in countries that have consented to it. However, the universalization 
of the court's jurisdiction is a condition for strengthening the system. Greater 
resources and avoiding attacks from governments willing to weaken the system 
are very important in this regard. 

The protection of democracy has also become a contested area between 
inter-American and South American organizations: the process that led to the 
IADC is now weakened, and there is no collective consideration of what con- 
stitutes a breakdown in democracy unless the government concerned accepts 
the intervention of a regional institution. Furthermore, there is now an alter- 
native to the effective OAS electoral observation missions in the form of 
UNASUR ’s “accompaniment” missions. 

Regarding common trade rules, after the failure of FTAA negotiations, the 
region has not one but several organizations. The PA continues to liberalize 
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trade and strengthen participation in significant international markets through 
FTAs. In Central America, SICA/SIECA follows a similar strategy on a smaller 
scale. MER COSUR has avoided further in-group trade liberalization and has 
not been able to agree on opening trade up with the main international markets. 
The incorporation of some ALBA countries into MERCOSUR raises ques- 
tions as to whether its future direction will be one of reluctance to accept free 
trade or a decision to follow the new economic policies adopted by Argentina 
and (still pending) changes in Brazil. The MERCOSUR founders’ acceptance 
of the PA proposal to find convergent forms of cooperation to overcome their 
differences and promote regional integration is today a potential route for fur- 
ther integration. 

Connectivity (in infrastructure, energy, and telecommunications) as an 
RPG has been promoted by two major projects: IIRSA in South America and 
the Mesoamerican Project in Central America plus Mexico and Colombia. 
Although some results have been achieved, a great deal more needs to be done, 
particularly in terms of harmonizing rules to take full advantage of the physical 
infrastructure that has been developed. 

To make RPGs possible, it will be indispensable to work toward a common 
definition of goals among existing regional organizations (ECLAC 2014b) and 
to develop specific projects in areas like connectivity (Perry 2013). Eliminating 
overlap and improving coordination in implementation, particularly common 
regulatory frameworks, are also musts for effective regional cooperation to 
provide RPGs. 


Notes 


1 Public goods have been promoted in Latin America both by regional organiza- 

tions (Latin American Association of Free Trade, IDB) and subregional organizations 

(Central American Common Market, Andean Community, and CARICOM), as 

well as subregional banks (CABEI, CAE and the FONPLATA integration fund), 

as previously explained. 

The notion of Latin America was developed in the mid-19th century, but was insti- 

tutionalized only in the creation of the United Nations’ Economic Commission 

for Latin America (ECLA) in 1948. (Briceño Ruiz, Rivalora Puntigliano, and Casas 

Gragea 2012). 

3 On March 26 1991, the four countries signed the Treaty of Asunción establishing 
the MERCOSUR. 

4 Historically, Brazil only prioritized relations with Latin America for a short period. 
The Brazilian Empire perceived itself as having more affinities with Europe, and at 
the end of the 19th century the Republic of Brazil tried to enable the newly formed 
Inter-American System, an unwritten alliance with the USA and a South American 
subsystem. Brazil sided with the USA during both world wars, and only after World 
War II did Brazil adopt an overly Latin American identity, which extended to the mili- 
tary coup of 1964. With the return to democratic rule, Brazilian foreign policy once 
more began to focus on development-oriented and Latin American concerns. In 1990, 
following the creation of the MERCOSUR and in answer to NAFTA negotiations, 
Brazil begun to rapidly emphasize a new South American identity, one that was in line 
with its economic development model and global aspirations (Villafañe G. Santos 2014). 


N 
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5 On UNASUR. self-image, see Ministerio de Relaciones Exteriores y Movilidad 
Humana de Ecuador (2014). 

6 The ALBA member countries are Antigua and Barbuda, Bolivia, Cuba, 
Dominica, Ecuador, Grenada, Nicaragua, Saint Kitts and Nevis, Saint Lucia, 
Saint Vincent and the Grenadines, Suriname, and Venezuela. Seven ALBA countries 
also belong to CARICOM, four to UNASUR, one to SICA, two to CAN, and 
two to MERCOSUR (several countries belong to more than one subregional 
organization). 

7 Chile has FTAs in force with 17 Latin American countries (1993-2010) plus an 
FTA with Canada (1997) and the USA (2004). Chile’s average effective tariff with 
Latin America in 2014 was 0.98%. 

8 The 2nd EU-CELAC/8th EU-LAC Summit held in Brussels in June 2015 has 
been described as a relationship running at multiple speeds: cruise speed with the 
PA, along old parameters with Central American and Caribbean countries, stalled 
with MERCOSUR, and marked by divisions and criticisms regarding the ALBA 
countries (Nunez 2015). One could add a fifth speed: starting to move forward with 
Cuba. 

9 The Andean Community, which includes Bolivia, Colombia, Ecuador, and Peru. 

10 On the complex role of Brazil in these processes, see Malamud and Rodríguez 
(2014). 

11 The Rio Group was mainly a political mechanism; it also played a role in conflict 
resolution as in the case of Colombian bombardment of the border with Ecuador in 
March 2008. 

12 Mexico-US; Costa Rica-Nicaragua (4), Peru-Chile; Honduras—Brazil; Ecuador- 
Colombia; Bolivia-Chile (2), Nicaragua-Colombia (2). 

13 Chile has 11 FTAs with Asia Pacific countries, Mexico has 6, Peru 5, Costa Rica 
2, Panama 2, Colombia 1, El Salvador 1, Guatemala 1, Honduras 1, and Nicaragua 
1; while Chile and MERCOSUR (Argentina, Brazil, Paraguay, and Uruguay) have 
PTAs with India. Chile and Peru belong to the P4 (with Brunei, New Zealand, and 
Singapore) while awaiting the ratification of the TTP. 

14 ALBA countries show significant differences in their international economic rela- 
tions: Nicaragua is a very special case, while the country uses the antiglobalization 
rhetoric of ALBA and follows their foreign policies it is also party to the market- 
oriented CAFTA-DR. agreement with the United States, is an active member of 
SICA, and keeps a sound working relationship with the IME Ecuador’s openness has 
been more limited but it has an association agreement with the EU. Cuba is trying 
to get foreign investment but remains a very centralized economy. Bolivia has had 
a strong process of development, mixing state and markets, structuring its foreign 
politics around global markets (mining) and Andean preferences. Its participation 
in MERCOSUR has mainly been political. The Caribbean’s ALBA members have 
principally been recipients of Petrocaribe funds. 

15 Merit Reports are decisions taken by the Inter-American Commission on Human 
Rights which contain conclusions about whether the facts of the case constitute 
human rights violations. 

16 Today 23 countries are state parties to the Inter-American Convention of Human 
Rights. Eight Caribbean countries, the United States, Canada, Cuba, and Venezuela 
are not subject to the jurisdiction of the court. The Inter-American Commission on 
Human Rights, an organ of the OAS Charter, supervises human rights in all parties 
of the OAS. 

17 Electoral observation missions have been sent to almost all OAS countries. Seven 
missions took place in the 1960s, eight in the 1970s, nine in the 1980s, 47 in the 
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1990s, 60 in the 2000s, and 37 in the 2010s. Only Barbados, Brazil, Canada, Chile, 
the United States, Trinidad and Tobago, and Uruguay have not received one. 

18 There are important relations between Japan and LAC (in trade, finance, official 
development assistance, and particularly in investment), but they have followed a 
bilateral pattern. The 1990s Japan Rio Group dialogue never developed into a new 
forum. 

19 MERCOSUR has five full members (Argentina, Brazil, Paraguay, Uruguay, 
and Venezuela), and Bolivia is in the process of becoming a full member. Chile, 
Colombia, Ecuador, and Peru are associate members, and Guyana and Suriname 
have framework agreements with it. These 12 countries together form UNASUR, 
and all are also among the 27 members of CELAC. 
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15 Asia’s financial stability as a 
regional and global public good 


Masahiro Kawai' 


Introduction: financial stability as a public good 


Financial stability is an essential public good for any economy, as without it 
economic activity, growth, and employment are severely disrupted. Both the 
Asian financial crisis of 1997—98 and the global financial crisis of 2007—09 
showed the large negative impact that crises can have on both crisis-originating 
economies and others affected by these. 

As Asian economies have grown rapidly over the past 15 years and their collec- 
tive GDP accounted for 31% of the world’s GDP in 2015, up from 25% in 2000, 
maintaining financial stability in Asia is crucial to the stability of the global economy. 
This means that systemically important Asian economies, such as China, Japan, the 
Association of Southeast Asian Nations (ASEAN) countries as a group, and India 
need to pursue policies to keep their own financial systems sound and stable. 

Financial stability in any region of the world would require an effective 
regional financial arrangement, which complements the global financial arrange- 
ment led by the International Monetary Fund (IMF). In 2000, following the 
Asian financial crisis of 1997—98, the ASEAN+3 countries (the ten member states 
of ASEAN plus China, Japan, and the Republic of Korea) launched the Chiang 
Mai Initiative (CMI), which was a network of bilateral currency swap arrange- 
ments, and the Economic Review and Policy Dialogue (ERPD), which was a 
regional surveillance process. The CMI and ERPD have been strengthened over 
time, particularly since the global financial crisis, including the multilateralization 
of the CMI (renamed the Chiang Mai Initiative Multilateralization, CMIM) and 
the establishment of the ASEAN+3 Macroeconomic Research Office (AMRO) 
as a surveillance unit for the CMIM and ERPD. 

This paper explores the challenges faced by the CMIM, ERPD, and AMRO 
to promote regional financial stability. Several questions are posed: 


e Does Asia have the capacity and expertise to manage possible future finan- 
cial crises that might hit emerging and developing economies in the region? 

e What needs to be done to make the CMIM, ERPD, and AMRO truly 
functional and effective? 

e What type of relationship should the CMIM and AMRO establish with 
the IMF? 
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The paper is organized as follows. Section Two summarizes lessons learned 
from past financial crises, such as the Asian and global financial crises, and 
argues how regional financial arrangements can help promote financial stability 
at the national and regional levels. Section Three reviews the evolution of the 
CMI/CMIM, ERPD, and AMRO. Section Four discusses the experiences 
of regional financial arrangements developed in other parts of the world, par- 
ticularly in Europe, to draw lessons for Asia. Section Five identifies challenges 
for the CMIM, ERPD, and AMRO and provides possible future directions, 
including their relationships with the IMF. Section Six concludes the paper. 


Lessons from past financial crises 


The most important lessons learned from past financial crises is that policy 
makers should prevent a financial crisis from taking place in the first place. The 
key principle should be: “Preventing a crisis is better than curing one.” This 
entails the prevention or mitigation of the buildup of macroeconomic and 
financial vulnerabilities at the national level, which could lead to systemic risk 
and eventually a financial crisis. Once a financial crisis breaks out, appropriate 
crisis responses would be needed to keep a crisis from exerting significant nega- 
tive influences on the economy and financial system. When a financial crisis 
evolves into a full-blown economic crisis and damages the whole economy and 
the financial sector, crisis resolution measures are needed. See Table 15.1 for 
a comprehensive summary of policy lessons learned from the Asian and global 
financial crises. Appropriate national measures would be the first priority, to be 
complemented by global and regional efforts. 


Crisis prevention 


The major preventive mechanisms would include: (i) implementing sound 
macroeconomic management (i.e. monetary, fiscal, exchange rate, and public 
debt) policies to avoid the buildup of systemic vulnerabilities such as exces- 
sive economic booms, credit expansion, and asset price bubbles; (11) applying 
macroprudential regulation and supervision to monitor and act on econ- 
omy-wide systemic risk; and (iii) managing large capital inflows and limiting 
“double-mismatch” problems. It is important to create a strong international 
financial architecture to send early warnings, induce effective international pol- 
icy coordination, and thereby reduce systemic risk internationally. 

In the prevention exercise, every country needs an effective framework of 
macrofinancial surveillance—á4.e. surveillance that focuses on macroeconomic 
and financial sector developments and the interactions between the two—for 
effective macroprudential supervision. This surveillance is important because 
it can help spot problems and trigger policy action to reduce economy-wide 
rsk. For emerging economies, managing capital inflows is also a significant 
challenge as capital flows tend to be procyclical, and large inflows can fuel 
domestic overheating and financial imbalances. Double mismatches in currency 
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and maturity—i.e. borrowing short in foreign currency and lending long in 
domestic currency—can be a source of financial crisis once capital flows reverse 
themselves and the exchange rate depreciates sharply. 

From an international perspective, IMF surveillance plays a key role, par- 
ticularly for emerging and developing economies. For a group of regional 
economies that are highly interdependent on each other, regional surveillance 
that focuses on cross-country spillovers is essential. 


Crisis response 


Once a crisis unfolds, the macroeconomic and financial authorities need to 
respond and manage the process so that the crisis does not grow to critical pro- 
portions. The crisis response tools that have been used in recent years include: 
(i) provision of timely and adequate liquidity; (ii) support of distressed but 
viable financial firms through guarantees, nonperforming loan removal, and 
recapitalization; and (iii) adoption of appropriate macroeconomic policies to 
mitigate the adverse feedback loop between the financial sector and the real 
economy, reflecting the specific conditions and reality of the economy. 

However, if a financial crisis is associated with rapid deleveraging and sharp 
declines in asset prices, it is difficult to arrest this process and reverse it. In a 
sense, the unwinding of high leverage and the elimination of asset price bubbles 
are desirable, but they have serious consequences on the financial system and 
the real economy. The objective of crisis response is to mitigate the negative 
interactions between the financial and real sectors through a comprehensive set 
of monetary, fiscal, and financial sector policies. 

For emerging and developing economies, the most urgent issue during a 
crisis is to secure international short-term liquidity. IMF is the usual provider 
of such liquidity with policy conditions. However, many emerging and devel- 
oping countries prefer not to go to the IMF, particularly those in Asia due to 
the “IMF stigma.” Regional liquidity support facilities such as the CMIM have 
an important role to play in those crisis or near-crisis countries which are not 
willing to accept IMF programs. But in the case of a large-scale crisis and/or a 
crisis involving multiple economies simultaneously, regional financial facilities 
alone may not be sufficient to contain the crisis and, as a result, the IMF may 
have to be invited in. 


Crisis resolution 


Crisis resolution measures include: (i) use of institutions and mechanisms 
for restructuring financial firms’ impaired assets and, hence, corporate and/or 
household debt; (ii) use of national insolvency procedures for nonviable 
financial institutions; (iii) reliance on international cooperation for resolving 
nonviable internationally active financial firms, including clear burden-sharing 
mechanisms across countries; and (iv) use of international procedures for resolv- 
ing sovereign debt that is not sustainable. The reality is that there is no clearly 
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defined regime internationally for resolving financial firms that operate across 
borders, and therefore the crisis resolution process often creates international 
conflict leading to a stalemate. 

In the case of emerging and developing economies, resolving unsustainable 
sovereign debt can be an important issue. During a financial crisis, public debt 
tends to rise, often to an unsustainable level, partly because of countercyclical 
fiscal policy to support aggregate demand and partly because of the socializa- 
tion of private debt through the nationalization of insolvent banks. Once debt 
rises to an unsustainable level, orderly debt restructuring—such as debt reduc- 
tion (or so-called haircut), interest reduction, and lengthening maturities—is 
needed to return the economy to healthy growth. 


Development of Asia’s financial arrangement as a regional 
public good 


The Asian financial crisis of 1997—98 and its spread across the region revealed 
several important points: financial systems and economic conditions were 
closely linked across East Asia; the IMF alone should not have been relied 
upon for crisis management, and a regional self-help mechanism needed to be 
created to effectively prevent and respond to financial crises. Recognizing this, 
the finance ministers of the ASEAN+3 countries embarked on several new 
initiatives for regional financial cooperation in 2000: 


e regional economic surveillance (ER PD); 
e aregional liquidity support arrangement (CMD; and 
e local currency bond market development initiatives. 


The global financial crisis of 2007-09 demonstrated that the CMI was not ready 
to be used to respond to the impact of a crisis. While the crisis affected many 
Asian economies through the trade channel, it created shortages of international 
liquidity in a few countries—such as the Republic of Korea and Indonesia. 

The Republic of Korea encountered sudden capital flow reversals in the 
aftermath of the collapse of Lehman Brothers in September 2008 and saw a 
rapid loss of foreign exchange reserves and sharp depreciation of the won, 
thereby sparking a mini currency crisis. Unwilling to go to the IMF or the 
CMI for liquidity support, the Korean authorities chose to secure a US$30 
billion currency swap line from the United States Federal Reserve System.? 
This immediately had a positive, stabilizing impact on financial and foreign 
exchange markets in Seoul, suggesting that the financial turmoil was due to a 
temporary liquidity shortage. 

Indonesia did not face even a mini currency crisis during the global financial 
crisis but it had some difficulty funding its fiscal needs internationally, and the 
rupiah depreciated sharply. The country requested that the US Federal Reserve 
extend a currency swap line but, unlike the case with the Republic of Korea, 
the request was denied. To cope with potential financial difficulties, the country 
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instead obtained a US$5.5 billion “standby loan facility” —or “deferred draw- 
down option"—4in 2009 with funds provided by Japan, Australia, the Asian 
Development Bank (ADB), and the World Bank. Thus, multilateral develop- 
ment banks and bilateral agencies played a critical role in helping Indonesia to 
secure financial resources during difficult times. 


Progress on the CMI and ERPD 


Figure 15.1 summarizes the developments of Asia’s financial arrangement as 
potential regional public goods. The CMI and ERPD were introduced in 2000 
and they were considered inseparable in 2005. The CMI was multilateralized 
to become the CMIM in 2010 and then underwent a major reform in 2012. 


ERPD and AMRO 


The ERPD is a regional economic surveillance process, designed to con- 
tribute to the prevention of financial crises through the early detection of 
irregularities, vulnerabilities, and systemic risks, and the swift implementa- 
tion of remedial policy actions. It was intended to facilitate the following 
processes: analysis of the economic and financial conditions of the global, 
regional, and individual national economies; monitoring of regional capital 
flows and financial market developments; and the provision of policy recom- 
mendations for national authorities as well as joint actions on issues affecting 
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Figure 15.1 Developments of the CMI/CMIM, ERPD, and AMRO. 


Source: Author’s compilation from statements from ASEAN+3 Finance Ministers’ and Central 
Bank Governors’ Meetings, for various years. 
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the region. The expectation was that the authorities would implement better 
macroeconomic and financial sector policy at the national level as a result of 
peer pressure, and would pursue international policy coordination if needed. 

Without strong support mechanisms for regional surveillance and in the 
absence of central bank governors in the process, however, the ERPD pro- 
cess was not as successful as initially expected, although gradual improvements 
were made over time. Recognizing these shortcomings, the ASEAN+3 finance 
ministers decided in Singapore in 2011 to create a surveillance unit, AMRO, 
in charge of regional economic surveillance and invited central bank governors 
to join the ASEAN+3 process in 2012. 


CMI and multilateralization 


The CMI is a regional liquidity support facility, which is intended to reduce 
the risk of currency crises and manage such crises or crisis contagion. It started 
as a combination of (i) a network of bilateral swap agreements among the 
Plus-3 countries—China, Japan, and the Republic of Korea—and between 
one of the Plus-3 countries and select ASEAN members; and (ii) the ASEAN 
Swap Arrangement. As early as May 2006, the ASEAN- finance ministers 
began to improve the functioning of the CMI and ER PD and to consider the 
multilateralization of the CMI. After step-by-step agreements were made, the 
CMIM was officially implemented in March 2010, expanding currency swaps 
to all ASEAN member states and Hong Kong. Its total size was set at US$120 
billion, with the following member contributions: Japan and China contribute 
32% each, Republic of Korea 16%, and ASEAN 20%. Maximum borrowing 
limits for members were also decided. The ERPD was considered an integral 
part of the CMIM. The AMRO was set up to “monitor and analyze regional 
economies” and to “contribute to the early detection of risks, swift imple- 
mentation of remedial actions, and effective decision-making of the CMIM.'? 
Essentially it was expected to lay the surveillance groundwork for the CMIM. 

An important feature of the CMIM as of 2011 was that crisis-affected 
members requesting CMIM support could immediately obtain short-term 
liquidity assistance up to an amount equivalent to 20% of the maximum 
borrowing amount? and that the remaining 80% would be provided to the 
requesting member if accompanied by an IMF program. As such, the CMIM 
was closely linked to an IMF program and the lending conditions associ- 
ated with this. The CMIM’s link with the IMF was designed to address the 
concern that the currency crisis of a requesting member economy might 
be due to fundamental policy problems, rather than a temporary liquidity 
shortage, and that the potential moral hazard problem might be significant 
in the absence of rigorous policy conditionality. Essentially, the CMIM was 
intended for crisis lending and hence required conditionality. The lack of 
the region’s capacity to formulate and enforce effective adjustment programs 
in times of crisis was a major reason for requiring the CMIM to be closely 
linked to IMF programs.? 
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Major reform of the CMIM in 2012 


When the Republic of Korea faced a mini currency crisis in the fall of 2008, 
the country did not seek CMI assistance for three reasons. First, the Republic 
of Korea needed US$30 billion to calm the market, but the country’s maxi- 
mum borrowing limit under the CMI was only US$18.5 billion, which was 
too small in financial resources. Second, to obtain even this amount, the 
Republic of Korea would have been required to be under an IMF program 
due to the CMI’s link to the IMF, as the drawing would have exceeded 20% 
of the borrowing limit. The authorities would have faced political objections 
in the country due to the IMF stigma—that is, negative perceptions of the IMF 
stemming from its actions in the 1997—98 financial crisis. Third, the Korean 
authorities considered the turbulence the country was going through to be a 
temporary liquidity shortage situation and not a currency crisis, and the CMI 
was not designed for near-crisis or precautionary situations. The country was 
fortunate in being able to secure a Federal Reserve currency swap line, while 
Indonesia was unable to do so. This illustrated the limitations of the CMI as it 
could not be used even by countries that were fundamentally sound, such as 
the Republic of Korea and Indonesia. 

To address these problems, the ASEAN+3 authorities modified the CMIM 
substantially in 2012. The total size was doubled to US$240 billion and the 
IMF-delinked portion was raised from 20% to 30% of a country’s maxi- 
mum swap quota, with the possibility that it be raised to 40% in 2014 subject 
to review should conditions warrant (but no such rise has been made as of 
September 2016). This swap, called the CMIM Stability Facility (CMIM-SF), 
was intended for crisis response.° 

At the same time, a new crisis prevention facility, called the Precautionary 
Line (CMIM-PL), was introduced.’ The new facility is intended for pre- 
cautionary purposes such as for temporary liquidity shortage and near-crisis 
situations. A member economy requesting this facility needs to be judged as 
pre-qualified in order to enjoy access to it. The qualification criteria were 
based on five areas: external position and market access; fiscal policy; monetary 
policy; financial sector soundness and supervision; and data adequacy. A mem- 
ber economy cannot draw on both CMIM-SF and CMIM-PL at the same 
time, and the maximum drawing, in either case, is the economy's swap quota. 


ASEAN+3 Macroeconomic Research Office (AMRO) 


AMRO was established initially as a private limited company in 2011, with 
its main mandate being to conduct macroeconomic and financial surveillance 
of global and regional economies and to contribute to early detection of risks, 
policy recommendations for remedial actions, and effective decision making of 
the CMIM. It became an international organization in 2016. 

AMR OSs scope of work and deliverables are somewhat different depending 
on whether a member economy is in a crisis situation or not. During a 
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noncrisis period, AMRO conducts regional surveillance, analysis, and assessment 
to identify trends, issues, and risks, focusing on balance of payments and short- 
term capital flows. Based on this analysis and surveillance, it prepares monthly 
and quarterly reports on macroeconomic conditions and outlooks for member 
economies and biannual individual country surveillance reports, undertakes brief 
thematic studies on topical issues, and prepares assessments and reports for mem- 
bers requesting the CMIM-PL. 

During a crisis period, AMRO is expected to provide an analysis of the 
economic and financial conditions of the CMIM program member econo- 
mies, scrutinize the use and impact of the fund disbursed under a CMIM-SF 
agreement, and monitor compliance of the program economy with lending 
conditions. 

Since 2012, the ASEAN+3 authorities have been developing the ERPD 
Matrix, consisting of various economic and financial indicators of all ASEAN+3 
members. The matrix is intended to facilitate the assessment of the members’ 
qualification for the CMIM crisis prevention facility. AMRO adopted the first 
set of measures to be included in the ERPD Matrix in 2014 with its focus on: 
(i) external position and market access (gross external debt as a percentage of 
GDP, gross short-term external debt as a percentage of foreign exchange 
reserves, the current account balance as a percentage of GDP, and foreign 
exchange reserves in months of imports); (ii) fiscal policy (revenue, expendi- 
tures, primary balance, overall fiscal balance, and central government debt, all 
as a percentage of GDP); (iii) monetary policy (policy framework and recent 
policy changes, headline inflation, core inflation, money growth, and credit 
growth as a year-on-year percentage); (iv) financial sector soundness and 
supervision (regulatory capital to risk-weighted assets, nonperforming loans 
to capital, nonperforming loans to total gross loans, return on assets, loan to 
deposit ratio, and residential real estate loans to total banking system loans as 
optional); and (v) data adequacy (primary evaluation based on ERPD matri- 
ces and supplementary evaluation based on AMRO economic reports). The 
authorities intend to continue to develop the matrix and elaborate the ways 
the matrix will be used for the smooth implementation of the CMIM-PL. 


Experiences of regional financial arrangements in other 
parts of the world 


This section examines regional financial arrangements developed in other 
parts of the world and attempts to draw lessons for Asia. Table 15.2 summa- 
rizes the features of the major regional financial arrangements and the IMF. 
Europe has the European Financial Stability Facility (EFSF) and the European 
Stability Mechanism (ESM). The Middle East and North Africa has the Arab 
Monetary Fund, Latin America has the Latin American Reserve Fund (FLAR, 
Fondo Latinamericano de Reservas), and North America has the North American 
Framework Agreement (NAFA). The BRICS countries (Brazil, Russia, 


(e[onzouo A 


pue 
“KengnIN 
(Suoy SuoH *nioq 
pue ‘Learoy (saqeag ‘Aensvieg 
jo orqndayy pəwunq “openoq 
ou ‘uedel (eony ynos oq pue Ly Lop 
‘CUY 'so3e3s pue euo *OSIXOJAI *eiquio[o 3st APPIN 
Ioquiour *erpug *erssnxq *epeue/)) “eIATTOG) oy) pue 
NVISV 0I) *Tzeaq sorunoo sorngunoo . tongy QHON (sexgunoo 1oquiour 
Suoy sərnunoo utonouny utoHouny ur sorgunoo suozoin my) sərtuouooə 
SuoH snid ç] SOI S YON Ç UNET g quv cc 6I 681 1əquuə9lW 
wont uomq uomq wont 
uoT OFFS MOTT OOT$SA uem essn ec$sn s/'c$sn 80/3 Otra  uomrq 099$SN əzıs puny 
(ar0desuts sayru 
ur OYIWV) vIquiopot) quy pex sn ‘Od 
9uoN| UNo ‘Teysueys ƏuoN *t3080q “qeuGq nqy SinoquioxnT *uoidurgst/A  s1o31enbpeorq 
peusiqvaso 
000c STOT rool 8/61 9L61 TIOT O10c vrol seo x. 
(VAD) 
(NIWO)  moməğuvuy (VAVN) (INS) a 3 7 
1NH01]JDZ1JD42]D]1]]n]W Ju ba guam y (TV TD) (INV) wsiuvypy Å iiqis (IND 
aav ' auomoum4g — pun IIS pung — Anpqujg — jppoupvunp pung Aavjauopy 
wy Suvo SODISg uvuup yuoy urnuauy mwg — davjauopy quip — uvadosnsgy — uvadoangy jvuoivudajug 


SJUSUIISULITY [erouturj] [euor8əx[ po12e[eg put JWI Ət Jo someway ZC] AWI, 


(poseAnoe IdAau) 


ure1dod1d 


WI ve OJ 
peur əq o2 
sjuoaurosinqsrp 
‘mu 
SUIMOLIOG 
saəqurəur e 


JO %0ç puoÁeg Jo %0ç puokag 


Qrun 
3»2ut[[2A4ns 
t se ORIWY) 


dada 
usano 


332ut[[2A4ns 


3uopuodopug 


sdems 
Áouo1imno 
ysnoiyy 
310ddns 
Kypinbi uro? 
-Mots pue 
syuautAed 

jo aouryeq 


JO UOTSIAOIY 


(poxeAnoe 


IoA2U) 


ure13o04d 


JIAT ut o3 
peur 9q o3 
sjuotrosinqsrp 
‘uq 
SUIMOIIOG 

s Joquiout e 


sxiodoz 
uontnsuoo2 
AI SOPHY 
JWI uo 
pees 


32ut[[I2A1ng 


soinsso1id 
syuourKed Jo 
oout[eq uro 
-410s 3sureSe 
3223301d 01 
yazoddns 
Kreuonneoodd 


put Aypmbry 


JO UOIsIAOIq 


'(pr0c) uceSiolA] pue oxiequieT pue (9107 ‘TLOZ) SurtuuəH woy pordepe *so3epdn pue uone[rduroo s 10ymy :o21n0$ 


10329JI([ 
SurSeutjA 
JAWI tory 
IONA 
sommbar 


Kinsear) Sf] 03 POJU ION 


3»»ut[r2A4ns 


yuəpuədəpul 


IeƏÁ | 01 dn 
Ə|qeAAƏuər 
‘sdems xueq 
Tenuəo 
Aep-06 
usano 
yazoddns 
Aypmbr 


ULIO)-31OWuS 


JO UOTSTAOIg 


oout|reAuns 
3uopuodopug 


saoquriens 
pue surpass 


jo 3»»ut[eq 


Sun1oddng 


peu 
Kquresso»ou 
jou 
o2utjsIsse JO 
sodÁ1 19430 
inq *urex8o1d 
JWI ut Aq 
porueduroooe 
Kjrensn 


suto[ ÁArturpiQ) 


(WI 
Aq popraoid 


Əjouc||rəA1ns) 


Əouc[rəAIns 
quopuedopur 


ON 


Sane 
Hp W3} 
-umrpour 

0} -HOUS 
uanoig 
Anpqeisur 
Kouoimo pue 
vuqmnbosip 
quourÁed 


ZUON 


sonmod 


3nsətuop ,sioquiour 
put Áorod pounoo 


jo Teu e se 
sure1301d JWI 


O3 peur *1931eur 
eSa] € se poumnboz 


Áporns you 


THM .əlqissod 


19A919QA.,, TYSNOS 
uonedronzed JWI 


(uorssruruio7 
uvodoing oui 
03 pooinosino 


eout[oA1ns) 


3»»ut[r2AJgns 


3uopuodopur ON 


[o-nuo 3 1U} 


puoÁoq suro[qoud 
Teuondooxo Suroej 
(Ayuo) sioquiour 


suozoinjq o3 


ooutjsisse [eroueug 


Áxe1odumo1 


ysnoiyy 3uozoinqd 


2p Jo Arquis 


AWI 
ewm mr 
—  digsuone[ow 
o»ut[IoA1uns 
Teqoys 
qeuoiso1 — eoue[[rAuns 


'lrioneN — 3uepuedepug 


SISO [eroueug 
03 əsuodsə:r 
*Ayrqeas oeAnoefqo 


Tt ueug SurA49SƏ31d Oru10uO220JOtJA[ role 


324 Masahiro Kawai 


India, China, and South Africa) recently launched their Contingency Reserve 
Arrangement (CRA). 


International Monetary Fund 


The IMF has the prime responsibility for surveillance and short-term liquidity 
support. The scope of its surveillance is national (through Article IV consul- 
tation), regional (through Regional Economic Outlook reports), and global 
(through World Economic Outlook reports). It collaborates with the World 
Bank on the Financial Sector Assessment Program to promote sound financial 
systems in member countries. In recent years, the IMF has been increasingly 
focused on the interaction between macroeconomic and financial sector devel- 
opments and the international spillovers of systemically important economies’ 
policies and conditions. 

The IMF pours large amounts of resources into its surveillance activity. In 
terms of human resources, the IMF is estimated to have devoted over 1,100 
staff years to surveillance activities in fiscal year 2005, and hundreds of millions 
of US dollars per year in terms of financial resources (Takagi 2010; Lamberte 
and Morgan 2014). 

The IMF has large financial resources for short-term liquidity support as 
its lending capacity was tripled to US$750 billion following the G20 agree- 
ment in 2009. Its major lending facilities include the Stand-By Arrangement 
(SBA) and the Rapid Financing Instrument (RFI), which typically involve 
policy conditions. In addition, it introduced new lending facilities—the 
Flexible Credit Line (FCL) and the Precautionary Liquidity Line (PLL)— 
for the purpose of crisis prevention.? Its quota resources have doubled to 
US$660 billion, following the 14th General Quota Review agreed in 2010 
and implemented in 2016. 


European arrangement 


'Two European institutions, the EFSF and ESM, have by far the largest financial 
resources among regional financial arrangements. The EFSF was established in 
2010 as a temporary private firm based on the law of Luxembourg and was 
superseded by the ESM as a permanent international organization in 2012. 
The former will continue to exist for a long time as some loans it gave are 
long-term maturities. The two institutions have played important roles in 
the Troika programs of crisis-affected Eurozone countries, such as Greece, 
Ireland, Portugal, and Spain.? As the EFSF cannot enter into any new financial 
assistance programs, the ESM is now the sole and permanent mechanism for 
responding to new requests for financial assistance by Eurozone member states. 

The ESM aims to safeguard financial stability within the Eurozone by provid- 
ing financial assistance to Eurozone member states experiencing or threatened 
by financing difficulties. For this purpose, it has strong financing capacity. It 
finances its activity by issuing bonds and other debt instruments, backed by 
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capital contributions provided by member states (with the subscribed capital of 
€704.8 billion). Instruments for financial assistance include loans, primary and 
secondary market purchases of sovereign bonds, precautionary programs, bank 
recapitalization through loans to governments, and direct bank recapitalization. 

However, the ESM does not have sufficient surveillance capacity and thus 
has outsourced surveillance services to the European Commission (EC), which 
has more expertise. When the ESM provides financial assistance, called ESM 
Stability Support, to a requesting country, the EC and the European Central 
Bank (ECB) must conduct country assessment, and the country must agree 
to a macroeconomic adjustment program. The Troika system also utilizes the 
surveillance capacity of the IMF, which is considered to have much greater 
expertise and experience in this regard. The reason for involving the IMF 
is that it was initially feared that surveillance by European institutions alone 
might be too lenient on their European peers. The ESM indeed seeks active 
participation of the IMF both at technical and financial level, and a member 
country requesting ESM financial assistance is expected to address, wherever 
possible, a similar request to the IMF, although the latter 1s not strictly required 
as a legal matter. The ECB was initially reluctant to provide liquidity through 
purchases of Eurozone member states’ sovereign debt, but it has begun doing 
so as well as providing liquidity support to the banking system. 

The importance of the European experience lies in the large size of finan- 
cial resources to be mobilized, utilizing the high-quality surveillance service 
provided by other institutions (the EC and the IMF) when its own surveil- 
lance capacity is limited, working with the IMF in crisis management, and 
collectively crafting a set of policy conditions. However, challenges remain as 
to who should discipline large economies such as Germany and France when 
they start facing problems. 


Other regional arrangements 


The Arab Monetary Fund and FLAR are relatively small in terms of financial 
resources and include only developing countries as their members. However, 
their relationships with the IMF and approaches to policy conditions are dif- 
ferent. The Arab Monetary Fund has limited capacity for surveillance and, as 
a result, it relies on the IMF for this and its ordinary loans are usually accom- 
panied by IMF programs. FLAR does not seem to have much surveillance 
capacity either, but it conducts its own surveillance and provides loans without 
involving IMF programs. 

The Arab Monetary Fund’s main objectives are to correct balance of pay- 
ments disequilibria among its member states, remove payment restrictions 
between members, establish policies and modes of Arab monetary cooperation, 
promote financial investment abroad by member states, promote the develop- 
ment of Arab financial markets, pave the way towards the creation of a unified 
Arab currency, and promote trade among member states. For these purposes, 
the fund provides short-term and medium-term credit facilities to member 
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states to help finance their overall balance of payments deficits; provides credits 
for settling current payments among member states; and manages funds placed 
under its charge by member states. Due to the limited surveillance and policy 
formulation capacity, the fund’s financial assistance is almost always associated 
with IMF programs and policy conditions. 

FLAR was set up in response to the Latin American region’s need to have 
its Own institution to solve external liquidity problems as a supplement to the 
global action taken by the IMF. Its activity has evolved from being a pure 
reserve pool that supports balance of payments problems to an institution con- 
tributing to the harmonization of monetary, foreign exchange, and financial 
policies and to the improvement of the investment conditions of the mem- 
bers’ international reserves." Economic surveillance is carried out by FLAR’s 
economists. There is no policy conditionality and no link with the IMP. 
Nonetheless, throughout its history, no member country has ever defaulted on 
a loan provided by FLAR and none has required refinancing. 

The NAFA is a regional financial arrangement established as a parallel 
financial agreement to the North American Free Trade Agreement (NAFTA) 
between Canada, Mexico, and the United States in 1994. It put together and 
enlarged three prior bilateral swap agreements between the three countries. 
The trilateral swaps were introduced in connection with a new consultative 
mechanism, the North American Financial Group, which brought US Treasury 
and Central Bank officials together for annual meetings on macroeconomic 
and financial matters. Provision of liquidity support under the NAFA would 
require the US treasury to request a letter from the IMF Managing Director 
assuring that the IMF would cooperate with the United States. 


BRICS contingent reserve arrangement 


Leaders of BRICS (Brazil, Russia, India, China, and South Africa) countries 
agreed to establish the BRICS CRA with a US$100 billion fund in July 2014 
and the facility came into force in July 2015. China contributes US$41 bil- 
lion, Brazil, Russia and India contribute US$18 billion each, and South Africa 
contributes US$5 billion, and members' voting shares are equal to their contri- 
bution shares. Maximum access limits are: US$20.5 billion for China, US$18 
billion each for Brazil, Russia, and India, and US$10 billion for South Africa. 
The facility’s objective is to protect against short-term balance of payments 
pressures by providing support through liquidity and precautionary instru- 
ments in the form of currency swaps with central banks. 

As in the case of the CMIM, participating countries retain possession of 
committed resources until a request for assistance by one party is granted and a 
currency swap takes place. In addition, use of the first 30% of each member's 
maximum access is delinked from an IMF program but use beyond this ratio 
is linked to an IMF program and is subject to program arrangements with the 
IMF. But, unlike the CMIM, members are explicitly required to comply with 
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Article IV surveillance and disclosure oblieations of the IMF. The reason for 
this requirement is that given the presence of financially fragile members— 
such as Brazil, Russia, and South Africa—the potential creditor members need 
to rely on the IMF’s Article IV reports as the most credible source of economic 
and financial information on potential borrower countries. The CRA has not 
been activated yet. 


Challenges to Asia’s financial stability 


Important advances have been made on the CMIM, ERPD, and AMRO, 
but the question remains whether this progress has been significant enough to 
make these institutional arrangements effective for preventing and countering 
currency crises. One of the most significant challenges is that as the CMIM has 
never been activated, it is not entirely clear how it might work once a crisis 
unfolds. There are four issues at play: the adequacy of CMIM resources; the 
effectiveness of ERPD and the role of AMRO; the CMIM’s IMF link; and 
procedural clarity and certainty in activating the CMIM. 


Adequacy of CMIM resources 


Even with the increase in the total size of CMIM to US$240 billion, the maxi- 
mum swap quota available to each member economy remains small for either 
crisis prevention or response (see Table 15.3). For example, the maximum 
swap quotas currently available for Indonesia, the Republic of Korea, and 
Thailand are US$23 billion, US$38 billion, and US$23 billion, respectively. 
These quotas are small compared to the IMF packages arranged during the 
crisis of 1997—98, particularly for the Republic of Korea (US$58.2 billion) and 
Indonesia (US$42.3 billion). Furthermore, the IMF-delinked portion available 
to a member is insufficient—even if the portion were to be further raised to 
40%—in comparison to the IMF packages for these countries, or compared 
to the bilateral currency swap arrangement that the Korean authorities secured 
from the US Federal Reserve (US$30 billion) during the global financial crisis. 
To counter a currency crisis or liquidity shortage using the CMIM, therefore, 
its total size—particularly the amount available without an IMF link—should 
be expanded. Given the “IMF stigma,” some redesigning of the CMIM would 
be desirable so that any member economy in a crisis or near-crisis situation can 
use the CMIM without an IMF program. 

Several options are available for securing adequate financing for members 
in crisis or near-crisis situations. First, the total size of CMIM resources may 
be expanded at least twofold. This would significantly raise both the maxi- 
mum swap quota and the IMF-delinked portion that each member can obtain 
at times of crisis or near-crisis. Second, purchasing multiples may be raised 
for ASEAN countries and the Republic of Korea, while those for China 
and Japan may be reduced as the latter two countries are unlikely to require 
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Table 15.3 Available Financial Resources under the CMIM 


Members Financial Maximum IMF-Delinked Amount 
Contributions Swap Amount (US$ billion) 
(US$ billion) (US$ billion) 


IMF link of IMF link 


30% of 40% 
Plus Three 192.00 117.30 39.600 50.700 
China total 76.80 40.50 16.560 19.980 
People’s Republic of China 68.40 34.20 10.260 13.680 
Hong Kong, China 8.40 6.30 6.300 6.300 
Japan 76.80 38.40 11.520 15.360 
Republic of Korea 38.40 38.40 11.520 15.360 
ASEAN 48.00 126.20 37.860 50.480 
Brunei Darussalam 0.06 0.30 0.090 0.120 
Cambodia 0.24 1.20 0.360 0.480 
Indonesia 9.104 22.76 6.828 9.104 
Lao PDR 0.06 0.30 0.090 0.120 
Malaysia 9.104 22.76 6.828 9.104 
Myanmar 0.12 0.60 0.180 0.240 
Philippines 9.104 22.76 6.828 9.104 
Singapore 9.104 22.76 6.828 9.104 
Thailand 9.104 22.76 6.828 9.104 
Vietnam 2.00 10.00 3.000 4.000 


ASEAN+3 240.00 243.50 77.460 101.180 


Source: Ministry of Finance, Government of Japan. 


Note: ASEAN=Association of South East Asian Nations; ASEAN+3=Association of South East 
Asian Nations Plus Three; CMIM=Chiang Mai Initiative Multilateralization; Lao PDR=Lao 
People’s Democratic Republic. The last column was added by the author 


CMIM assistance. For example, the purchasing multiples for China and Japan 
may become zero and those for ASEAN countries and the Republic of Korea 
may be raised by 45% without changing the total size of CMIM resources. 
Third, the IMF-delinked portion may be further increased, ultimately to 
100%. This would make it easier for members in crises or near-crises to gain 
access to CMIM resources without IMF programs. Finally, a combination of 
these options may be implemented to substantially increase both the maxi- 
mum swap quota and the IMF-delinked portion available for each member 
economy that would potentially need CMIM assistance. 

A more radical approach to securing sufficient financial resources for 
each member would be to transform the CMIM, which is a reserve pooling 
arrangement, into a fund where members contribute their capital (or quotas). 
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Once contribution multiples are set for member economies—for example, 
at 500%—those in crisis or near-crisis situations can draw adequate financial 
resources without relying on IMF financing and programs. 


Effectiveness of the ERPD and the role of AMRO 


Even though progress has been made on the ERPD and AMRO, experts 
consider their effectiveness questionable at best, especially for CMIM purposes 
(Azis 2012). The current ERPD process is still largely one of information shar- 
ing with weak peer review or policy coordination (Menon and Hill 2014) and 
has not moved to the more advanced due diligence stage, which would require 
a rigorous analysis of potential borrower economies from the perspective of 
potential creditors (Kawai and Houser 2008). AMRO remains a relatively 
modest organization in terms of budget and personnel. Ideally, the ASEAN+3 
authorities should be able to rely on AMR O s assessments when making deci- 
sions about whether to lend, how much to lend, and what conditionality to 
apply. This means that the effectiveness of ERPD needs to improve and the 
role of AMRO needs to be strengthened as a CMIM support organization for 
economic surveillance and conditionality formulation. 

Views are divided on the desired functional role of AMRO. As the IMF 
produces high-quality analyses of global and national economic developments, 
AMRO may play a primary role processing information provided by global and 
national agencies, in order to economize on its limited resources (Takagi, 2010). 
AMRO’s surveillance may have an increasingly regional, rather than national, 
focus, with a clear mandate for addressing policy spillovers and finding scope 
for collective action. One of the advantages of AMR O is its close contact with 
regional policymakers (Siregar and Chabchitrchaidol 2014). Thus, the nonpublic 
nature of the current peer review process facilitates the provision of confidential 
advice and constructive criticism of policies at the highest official levels through- 
out the year. Henning (2011) suggests that AMRO could provide contrasting 
assessments of vulnerabilities within the region when it disagrees with the find- 
ings of the IMF. Another advantage of AMRO is its more frequent (quarterly 
and biannual) updating of assessments of member economies than the annual 
cycle for IMF Article IV consultation reports. It is important for AMRO to 
continue this practice. 

Relying completely on the IMF for surveillance and conditionality for- 
mulation would not make much sense as there is a possibility that CMIM 
can be activated without IMF programs. Although AMRO may initially rely 
on the IMF for surveillance and conditionality setting, it needs to develop its 
own capacity to conduct surveillance, craft policy conditions, and monitor 
economic and policy performance. 

Thus, while working with the IMF, AMRO may find its own com- 
parative advantage. First, AMRO could continue to focus on national 
surveillance, while absorbing information provided by the IMF and other 
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national and international organizations. It could accompany the IMF in its 
national surveillance—such as its Article IV consultation and the Financial 
Sector Assessment Program (currently carried out in conjunction with the 
World Bank)—and at the same time articulate its own assessment. Second, 
AMRO could focus more on regional surveillance and spillover issues and 
provide its own views on regional vulnerabilities. For example, even within 
the ASEAN+3 region, some common external shocks could affect differ- 
ent member economies differently. AMRO could analyze such differential 
impacts and provide advice on desired policy responses for different econo- 
mies. Third, AMRO could gradually build its analytical capacity to assess a 
member economy’s qualification for CMIM-PL assistance and to formulate 
its own independent conditionality in the event of CMIM activation without 
an IMF program. Once AMRO acquires adequate capacity in these areas, 
the CMIM's link with the IMF can be substantially reduced and ultimately 
eliminated. 


Link with the IMF 


Reducing the CMIM's link with the IMF would be one of the most important 
challenges for the ASEAN+3 countries. The reason is that use of the CMIM 
crisis response or precautionary facility requires an IMF link, which discourages 
any potential borrower member to rely on this facility. There are several ways 
to make the CMIM readily available for member economies seeking support. 

When a member economy faces a temporary liquidity shortage, CMIM-PL 
could be made available to the pre-qualified member without requiring any 
IMF link or conditionality, up to the full amount of the swap quota. Quick 
access to a sufficient amount of swap line can restore market confidence and 
stabilize the situation, as happened in the Republic of Korea in the fall of 2008. 
If the problem persisted after using the CMIM-PL facility for a pre-specified 
time (for example, six months), then the situation would probably be one of 
crisis rather than a temporary liquidity shortage, and thus the support may be 
switched to CMIM-SF, which would require macroeconomic policy adjust- 
ments (Sussangkarn 2011).!! At this stage the IMF may or may not be invited 
in, depending on the nature and magnitude of the crisis. Removing the IMF 
link at the initial phase would make it much more attractive for member econ- 
omies to rely on the CMIM-PL swap. 

When a member economy faces a currency crisis, rather than a temporary 
liquidity shortage, and the amount of liquidity support needed is small and 
within the swap limit, CMIM-SF support could be provided to an eligible 
economy without an IMF program but with independent policy conditions. 
Only when the crisis requires both very large amounts of financial support, 
exceeding the swap limit, and significant macroeconomic policy adjustment, 
the CMIM-SF would be advised to work with the IMF. 

In this way, the CMIM would be the first line of defense for a tempo- 
rary liquidity shortage problem (which would mobilize CMIM-PL) and for a 
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small-scale currency crisis requiring macroeconomic policy adjustment (which 
would mobilize CMIM-SF), with the IMF joining to deal with large-scale 
crisis situations." 

At this point, the ASEAN+3 authorities seem to believe that AMRO's 
capacity remains limited in terms of assessing a member economy’s qualification 
for CMIM-PL, conducting economic surveillance, and crafting independent 
policy conditions in the event of a crisis. Thus, the IMF may initially work 
with AMRO in supporting these tasks, with the expectation that they will be 
gradually shifted to AMRO as it builds its own analytical capacity. 


Procedural clarity 


Some experts argue that there is a lack of clarity over procedural matters relat- 
ing to the activation of the CMIM, such as the precise economic information 
that is required for member authorities to make decisions, the steps to be taken 
before contacting the CMIM chair country, and procedures to be followed 
if the facility is needed very soon, say within a week, due to sudden liquidity 
shortages (Azis 2012). When financial turbulence or a liquidity shortage hits 
a member economy, a rapid response is essential to contain the turbulence or 
prevent it from developing into a currency crisis. For this purpose, a smooth 
and well-prepared mechanism of liquidity support is essential. The ASEAN+3 
authorities have conducted CMIM test runs under several scenarios to iden- 
tify potential gaps in implementing financial assistance in a timely manner. 
Test runs for the CMIM-SF facility involving the IMF (and other potential 
stakeholders such as the ADB) would also be useful.'? Nonetheless, a crisis can 
come at any moment without clear indication, and there could still be a delay 
in action, particularly when chair countries are relatively inexperienced. 

Part of the problem is that the CMIM lacks a permanent secretariat in 
charge of activating it. AMRO is a research and surveillance unit facilitating 
the ERPD and supporting the CMIM but is not a permanent secretariat for all 
aspects of it, including activation. To quickly respond to member economies’ 
emergency needs, a permanent secretariat supporting CMIM activation is 
urgently needed. One option would be to locate such a secretariat in AMRO 
so as to ensure a quick response to crisis or near-crisis situations. 


Conclusions 


Asia’s regional financial arrangement, introduced in 2000 as a response to the 
Asian financial crisis, has been strengthened since the outbreak of the global 
financial crisis. The CMIM—a multilateralized version of currency swap arrange- 
ments—has US$240 billion for both a crisis prevention and a crisis response 
facility, with the IMF-delinked portion at 30%. The AMRO—a surveillance 
unit for the ERPD and CMIM—has been gradually building its capacity. 

The problem is that the CMIM (or its previous version, CMI) has never 
been activated, so some uncertainty exists as to whether and how the CMIM 
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and AMRO would actually work in the event of its activation. The European 
experience suggests that surveillance is not an easy task, setting policy condi- 
tions would be a demanding, complex exercise, and enforcing the borrowing 
economy’s compliance with lending conditions would be a challenge. 

Asia can contribute to global financial stability by improving its regional 
financial (CMIM) and surveillance arrangements (ERPD) and eventually mov- 
ing to create an Asian monetary fund (AMF). This fund would be supported 
by member economies’ capital (or quota) contributions, conduct independent 
surveillance, assess the financing needs of members requesting support, activate 
support programs, formulate policy conditionality, and monitor policies and 
performance of program economies. To transform the current arrangements 
into an AME, significant progress needs to be made in the quality of the ERPD 
process, AMRO’s analytical capacity, and institution building. The ER. PD pro- 
cess, which is in transition from the simple information-sharing stage to a peer 
review stage, will have to establish more advanced procedures to carry out due 
diligence—that is, rigorous scrutiny of a potential borrower economy. AMRO 
needs to strengthen its analytical capacity in surveillance and policy condition- 
ality formulation and at the same time assume a greater functional role as a 
permanent secretariat for all aspects of the CMIM. 

The enhanced CMIM and AMR O—and a future AMF—could serve as a 
complementary organization and a building block for the global financial architec- 
ture anchored by the IMF. For this purpose, AMRO needs to work closely with 
the IMF, exchanging information on a routine basis, conducting joint analyses— 
as for the Financial Sector Assessment Program and Article IV consultation—and 
intervening in crisis economies together if needed. However, this means that the 
IMF should also clarify its focus. As the coordinating global institution, the IMF 
has a clear role to ensure global consistency, but this should not imply that the 
IMF sets all the key agendas and that regional institutions—such as the CMIM 
and AMR O—should simply follow. Regional institutions have their own com- 
parative advantage and can provide inputs to the IMF so as to improve the global 
financial architecture. 

In addition, the IMF should reestablish itself as a credible, trustworthy insti- 
tution. It would not otherwise be accepted in Asia as a true partner for the 
region. The IMF needs significant reforms of its operations and governance. 
On the operational side, the IMF must focus on the surveillance of systemi- 
cally important economies (such as the USA, the Eurozone, and China) in 
an even-handed way. It must also scrutinize international spillovers of major 
economies' policies and provide policy recommendations to promote global 
macroeconomic and financial stability. In terms of governance reform, the 
long-delayed 2010 IMF reform was finally approved by the US Congress 
in December 2015 to facilitate its implementation, i.e. doubling IMF quota 
resources and increasing the voice of rising, emerging economies in the organi- 
zation. The IMF should start discussing the next quota changes and is advised 
to consider disallowing any single member country to have the power of veto. 
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With continued reforms, emerging Asian members would likely provide the 
IMF with an opportunity to regain their trust as a partner for macroeconomic 
and financial stability in Asia. 


Notes 


1 


9 


This is a revised version of the paper presented at the workshop, “Regional 
Cooperation, Regional Public Goods and Sustainable Development,” organized 
by American University and the Inter-American Development Bank and held in 
Washington, DC, on June 22-23, 2015. 

Brazil, Mexico and Singapore also obtained similar currency swaps from the US 
Federal Reserve. 

The Joint Ministerial Statement of the 13th ASEAN+3 Finance Ministers’ Meeting, 
May 2 2010, Tashkent, Uzbekistan. 

Initially the IMF-delinked portion of the CMI was 10% and it was raised to 20% in 
May 2005. It was further raised to 30% in May 2012. 

Potential borrowers of the CMIM believed that the facility should not be linked to 
IMF programs. 

The maturity of the CMIM-SF swap for the IMF-linked portion was lengthened 
from 90 days to one year and its supporting period lengthened from two years to 
three years, with a maximum of two renewals. The maturity for the IMF-delinked 
portion was lengthened from 90 days to six months and its supporting period 
lengthened from one year to two years, with a maximum of three renewals. 

The maturity of the CMIM-PL was set at one year for the IMF-linked portion and 
six months for the IMF-delinked portion, with a maximum duration of two years 
for both cases. 

The SBA is designed to help countries address short-term balance of payments 
problems, and disbursements are made conditional on achieving policy targets (condi- 
tionality). SBAs may be provided on a precautionary basis, that is, countries can choose 
not to draw upon approved amounts but retain the option to do so until conditions 
deteriorate. The RFI provides rapid financial assistance with limited conditionality 
to all members facing an urgent balance of payments need. Access under the RFI is 
subject to an annual limit of 37.5% of quota and a cumulative limit of 75% of quota. 
The FCL is designed for countries with very strong fundamentals, policies, and track 
records of policy implementation. It is arranged, at the member country’s request, for 
countries meeting preset qualification criteria. Disbursements under the FCL are not 
conditional on implementation of specific policies, unlike the case of the SBA. There 
is flexibility to either draw on the credit line at the time it is approved or treat it as 
precautionary. The PLL is intended for countries with sound fundamentals and poli- 
cies, and a track record of implementing such policies. PLL-qualifying countries may 
face moderate vulnerabilities and may not meet the FCL qualification standards, but 
they are not required to take substantial policy adjustments normally associated with 
SBAs. The PLL combines qualification (similar to the FCL but with a lower bar) with 
focused conditions that aim at addressing the identified remaining vulnerabilities. See 
IMF website: www.imf.org/external/np/exr/facts/howlend.htm 

The European Troika includes the European Commission, the European Central 
Bank and the IMF 


10 As such FLAR acts as a financial intermediary and receives deposits from central 


banks, official institutions and multilateral agencies from the region, both from 
member and non-member states. 
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11 The length of the period before policy adjustments are required could be decided 
appropriately. 

12 This is consistent with the principles for cooperation between the IMF and the 
regional financial arrangements, including the CMIM, developed by the Group of 
Twenty: “(i) cooperation between RFAs and the IMF should foster rigorous and 
even-handed surveillance and promote the common goals of regional and global 
financial and monetary stability; (ii) cooperation should respect the roles, inde- 
pendence, and decision-making processes of each institution, taking into account 
regional specificities in a flexible manner; (iii) while cooperation between RFAs and 
the IMF may be triggered by a crisis, ongoing collaboration should be promoted 
as way to build regional capacity for crisis prevention; (iv) cooperation should... 
include open sharing of information and joint missions where necessary. . . . (E) 
ach institution has comparative advantages.... RFAs have better understanding of 
regional circumstances and the IMF has a greater global surveillance capacity; (v) 
consistency of lending conditions should be sought to the extent possible ..., in 
particular as concerns policy conditions and facility pricing. However, some flex- 
ibility would be needed as regards adjustments to conditionality, if necessary, and on 
the timing of the reviews. . . . (D)efinitive decisions about financial assistance within 
a joint programme should be taken by the respective institutions participating in the 
programme; and (vi) RFAs must respect the preferred creditor status of the IME” 
(Group of Twenty 2011). Henning (2016) further suggests that the G20, IME and 
RFAs adopt three broad guidelines: transparency; specialization along comparative 
advantage; and prohibition against competition in critical areas. 

13 Just as Europe developed a Troika model for coordination with the IMF in man- 
aging the EU and Eurozone financial crises, Asia may also develop its own Troika 
model for such coordination, including the IMF and the ADB. 
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16 From small markets to 
collective action 


Regional public goods in Africa 


Richard Newfarmer' 


Introduction 


As commodity prices languish and the global economy limps along in anemic 
recovery, the countries of Africa have increasingly looked to neighboring mar- 
kets to expand trade and drive growth. Ironically, even while the European 
Union grapples with the powerful centrifugal forces of dissolution following 
the Brexit vote in 2016, Africa is pressing ahead with regional economic inte- 
gration. Many older arrangements, such as the East African Community (EAC) 
and the Economic Community of West Africa States (ECOWAS), are under- 
taking progressively more steps toward deep integration, and the region has 
spawned new, even bolder initiatives in 2015—the Tripartite Free Trade Area 
and the even more ambitious Continental Free Trade Agreement—designed 
to lower trade and other barriers across the whole continent. Why is it that 
African countries seem to persist at integration while Europe, arguably the 
most successful historical experience of integration, would seem to have estab- 
lished its limits? This paper examines the drivers of integration, and looks at 
their successes and limitation in providing regional public goods that anchor 
greater integration, political stability, and economic opportunity.’ 

Since the wave of independence movements swept the African continent 
in the 1960s, nations within Africa have sought to create regional cooperation 
mechanisms. These have ranged from informal nonbinding cooperation agree- 
ments, through forums to discuss common problems, to binding plurilateral 
contracts with specific obligations, enforcement provisions, and multinational 
bureaucracies to implement and, in some cases, adjudicate rules. These collec- 
tions of contractual rules and platforms of discussions, together with collective 
actions based on agreed principles, provide what might loosely be called 
“regional public goods” (RPGs) (Estevadordal and Goodman 2014). 

Among regions of the developing world, Africa suffered one of the most 
brutal experiences of European colonialism. One legacy of this colonial history 
was the creation of nation-states, typically with arbitrary boundaries that ignored 
tribal cultures and histories, and unusually small markets. About one-third of 
these post-independence countries were landlocked and isolated from the global 
market. Colonialization often exacerbated tribal divisions through the creation 
of privileged ethnically defined elites that governed autocratically, resulting in 
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seething tensions that have contributed to an usually high frequency of violent 
conflicts in many parts of Africa, even after independence. 

This history suggests there are several reasons to expect that the regional 
provision of public goods—security, wider markets, infrastructure, and shared 
regulations—have the potential to improve the lives of people in Africa. Regional 
efforts could augment the efforts of other actors, both domestic and interna- 
tional, to help dampen conflicts, enhance security, and create a stable political 
order. Moreover, firms in small markets could begin to realize economies of 
scale through trade expansion and access to lower-cost shared infrastructure, such 
as energy, ports, and air transportation. Regional initiatives could lower trading 
costs across both sides of common borders, which is particularly important for 
landlocked countries seeking access to the global market. Governments could 
benefit from specialized expertise through sharing common regulations and even 
regulatory agencies. Finally, as Africa is the region with the lowest average per 
capita incomes, human capital is unusually scarce, so searching for ways to share 
knowledge and access technology are other forms in which regional cooperation 
efforts might be expected to pay dividends. 

This political and economic logic of substantial mutual benefits gave rise 
to high expectations, but many observers were later disappointed. Porges, for 
example, gives this downbeat assessment of her reading of the literature in 
comparison with other regions: “although most Africa PTAs [preferential trade 
agreements] have a high level of ambition for integration, they have not been 
effective in eliminating intraregional trade and investment barriers and have 
struggled with (or succumbed to) economic conflict” (Porges 2011, p.470). 


Regional cooperation in Africa: a long march with a 
quickening pace 


The wave of African independence movements in the early 1960s gave rise to 
the first efforts toward African-led regional cooperation. A key date was the 
founding of the Organisation of African Unity (OAV) in 1963. It brought 
together 32 mostly newly independent countries around the objective of polit- 
ical collaboration to oppose the vestiges of white rule (notably in South Africa 
and Angola) and to maintain a neutral posture in the Cold War. Throughout 
the next decades, African governments went on to design a series of Pan- 
African development approaches which they felt were relevant to the needs of 
their people. 

Regional cooperation on economic issues began in earnest with the Abuja 
Treaty in 1991 that created the African Economic Community (AEC)* and 
regional economic communities (RECs) designed to foster economic integra- 
tion over the following three decades. Other arrangements promoting regional 
cooperation generally concern security, environmental, and other issues, includ- 
ing the African Union (AU), founded in 2002 as the successor to the OAU; 
the New Partnership for Africa’s Development (NEPAD), an African-led peer 
mechanism; the 12-state International Conference on the Great Lakes (ICGL), 
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founded in 2000, which focuses on peace, democracy, and humanitarian issues; 
and the Manu River Union, reactivated in 2004 and comprising Liberia, Sierra 
Leone, Guinea, and (later) Cóte d'Ivoire to promote trade integration as well as 
in health after the Ebola crisis of 2015, among others. T'oday, the AU recognizes 
eight principal RECs. 

An integral part of regional cooperation agreements are specific trade 
arrangements offering preferential market access to neighbors. These now 
cover most of intra-African trade (see Figure 16.1). 

Progress toward achieving the objectives of the Abuja Treaty and subse- 
quent commitments has been slow. In its assessment, UNECA (2012) wrote 
“despite current initiatives, results remain mixed. Whereas certain RECs 
have achieved tangible outcomes . . . others have had relatively disappointing 
results” (UNECA 2012, p.13). The report underscores difficulties in harmo- 
nizing, monitoring, and assessing projects and programs designed to boost 
integration. While some regions have made considerable progress in setting up 
free trade areas and enlarged their membership—such as the EAC—others have 
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Figure 16.1 Africa's Regional Trade Agreements. 
Source: Acharya et al. (2011, Figure 2.18), WTO Secretariat. 


Note: AMU = Arab Maghreb Union, CEMAC = Economic and Monetary Community of Central 
Africa (Communauté Économique et Monétaire de l'Afrique Centrale), COMESA = Common 
Market for Eastern and Southern Africa, EAC = East African Community, ECOWAS = Economic 
Community of West African States, EFTA = European Free Trade Association, EU = European 
Union, GCC = Gulf Cooperation Council, MERCOSUR = Southern Cone Common Market, 
PAFTA = Pan-Arab Free Trade Area, SACU = Southern African Customs Union, SADC = Southern 
African Development Community, WAEMU/UEOMA = West African Economic and Monetary 
Union/Union Economique et Monétaire Ouest- Africaine. 
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undertaken commitments that have exceeded actual implementation, often by a 
large margin, such as ECOWAS, the Southern African Development Community 
(SADC), and the Intergovernmental Authority on Development (IGAD). 

This has not dampened the apparent longing for an economically united 
Africa, which dates back to the Abuja Treaty. In December 2014, three RECs 
launched the Tripartite Free Trade Area (TFTA), covering the EAC, SADC, 
and Common Market for Eastern and Southern Africa (COMESA). This 
marked the culmination of the discussions that had begun in 2005 focusing 
on the harmonization of trade and infrastructure policies in these three RECs. 
This effort was aimed at combining 26 countries ranging from Egypt to South 
Africa into a free trade group accounting for 625 million people with an aggre- 
gate GDP of US$1 trillion. The area would subsume some 58% of the entire 
economic activity of Sub-Saharan Africa. Its immediate objective would be to 
expand trade and create a huge market to attract investment. This was seen as a 
stepping-stone toward a Continental Free Trade Area, which would materialize in 
2019. The agenda focused on improving regional trading arrangements, includ- 
ing the removal of nontariff barriers; facilitating trade by lowering transit times 
in major corridors, including the pilot North-South corridor begun in 2007; 
joint planning of infrastructure, including roads, ICT, and air transportation; 
and free movement of business people within the TFTA region (see De Melo 
2014; Laski 2015). This underscores the point that however fitful and uneven 
efforts had been across the continent, the underlying direction has been toward 
ever-greater regional cooperation designed to foster integration. 


The political economy of integration in Africa 


Political leaders pursue regional integration for a variety of reasons (see Schiff 
and Winters 2003). As in the case of Europe in the 1950s and 1960s, African 
countries have pursued integration to bolster political alliances. The OAU 
was largely born as a way of uniting in order to defend the interests of post- 
independence African nations against white colonial rule and its backlash. 
Similarly, the SADC originated in the 1980s as an alliance against apartheid in 
South Africa and has only more recently turned into a free trade area. In fact, 
Martin, Mayer, and Thoenig (2010) examined conflicts and RTAs between 
1950 and 2000 (mainly outside of Africa), and concluded that geopolitical 
motivations played a statistically significant role in their formation. The agree- 
ments in North Africa and East Africa were born with an explicit long-term 
commitment to establish some (usually vague) eventual political federation. 
Underlying these political motivations, however, was a critical economic 
issue: the constraints of the small average size of national markets. The median 
GDP size of African countries in 2013 was US$12.3 billion (that is, about one 
one-third the GDP of the city of Quebec, Canada, or Des Moines, Iowa, 
USA). All of Africa’s economies measured at PPP would not be equal to 
Germany (Figure 16.2). This means that it is difficult for private producers to 
achieve reasonable scale economies without exporting and importing. Beyond 
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Figure 16.2 Africa's Unusually Small National Markets (GDP, PPP in US$). 
Source: IEA 2014. 


this, small domestic markets provide little allure for foreign investors, many of 
which are accustomed to building plants that serve large markets. Similarly, 
governments have found it economically advantageous to share infrastructure. 
This also means that countries can reap gains from sharing regulatory authori- 
ties (e.g. standards, customs procedures, etc.). Regional trading agreements 
offer an opportunity to establish cooperative arrangements across multiple gov- 
ernment activities and markets. 

The limitations ofa small market are severe. Braun, Hausmann, and Pritchett 
(2004) calculate that a one-standard deviation change in market size would 
explain a 0.696 difference in growth: "Integration agreements can be inter- 
preted as attempts between sovereign states reciprocally to renounce some of 
these rights [to restrict trade and migration and set macro policies] in order to 
facilitate economic activity" (Braun et al. 2004, p.139). 'They go on to argue, 
based on worldwide experience, that two factors explain post-independence 
growth: changes in market access (including access to foreign markets) and the 
change in the quality of policies (Braun et al. 2004, p.139). 

In Africa (as no doubt elsewhere), the quality of policies was endogenous to 
governance generally, and particularly to the frequency of civil conflicts. After 
independence, Africa was plagued by despotic governance and civil wars with 
a frequency not experienced in other regions. Between 1960 and 1999, 20 
African countries experienced a civil war, with the incidence of war peaking 
at 8 per year in the 1980s before declining to 7.5 in the 1990s, and roughly 
3—4 after 2000 (Aryeetey et al. 2012). The roots of most conflicts eventually 
descended into tribal rivalries—Biafra’s attempted succession from Nigeria in 
1967-70; the Rwandan rebellion and eventual genocide of 1991-94; the sim- 
mering civil wars that began in the Democratic Republic of Congo in 1997, 


Regional public goods in Africa 341 


r 4000 
4000 + 
@ 
o ° 
5 - 3000 = 
3 3000 + E 
5 - 2000 $ 
a [7] 
E 2000 - t 
z - 1000 Z 
1000 4 Lo 
T T T Li T 
1995 2000 2005 2010 2015 
Year 
— Frequency of events —— Sum of fatalities 


Figure 16.3 Frequency of Violent Events and Fatalities in Africa, 1997—2014. 


Source: Armed Conflict Location and Events Dataset (ACLED) Conflict Patterns Across Africa, 
Real Time Analysis of African Political Violence, version 5 (http://www.acleddata.com). 


Céte d'Ivoire in 2010-11, Somalia after 1991, and South Sudan in 2013, to 
name a few. Rebel movements were often born and harbored in neighbor- 
ing countries in ways that ultimately influenced outcomes. In the long fight 
against apartheid in South Africa, the African National Congress survived in 
part through the support of the front-line states; Uganda's Yoweri Museveni 
gained important support from Tanzania in the 1980s; the Rwandan Patriotic 
Front was born in Uganda; and both sides of today's civil war in South Sudan 
have received sporadic external support—the rebels from Sudan and the gov- 
ernment from Uganda. 

More comprehensive analysis has exposed deeper causes behind these con- 
flicts: natural resources (especially minerals) that were easy to loot (Angola and 
Sierra Leone), low per capita incomes and education that made recruiting labor 
and soldiers cheap (Mozambique and the CAR), and weakness in democratic 
institutions (Aryeetey et al. 2012). 

Even though the Ibrahim Index of African Governance (IIAG) reveals a 
steady improvement in conflict levels through to 2010 (Mo Ibrahim Foundation 
2014), the decrease in violence since the 1990s seems to have been reversed 
since 2012-2013 (Figure 16.3). The character of the new upsurge is different 
than in the early 1990s when civil wars predominated based on struggles for 
power with political purpose. With the exception of the civil war in South 
Sudan, today's drivers of civil conflict are mainly election-related violence, 
extremism, terrorist attacks, drug trafficking, maritime piracy, and criminality. 
Armed insurgents with nihilistic ideologies—such as Boko Haram in Nigeria, 
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the Tuareg and Arab uprising in Mali, and the cross-border raids into Kenya of 
the Al-Shabaab from Somalia—have caused heavy, senseless casualties. 

Whatever the motives, violence and insecurity devastate victims and destroy 
growth prospects. In an article diagnosing the causes of slow growth in African 
countries since independence, Collier and O’Connell (2008) describe four 
governance syndromes affecting resource-rich, coastal states, and resource- 
poor countries over the post-independence period. Their statistical analysis 
showed that political conflict rooted in tribal politics was the most powerful of 
the four impediments to economic growth in Africa. They calculated that con- 
flict generates a 2% decline in the rate of economic growth. Shanta Devarajan 
et al. (2013) use cross-country regressions to show that countries which expe- 
rience more than 100 casualties from violence against civilians in a given year 
would experience a decline in economic growth of 2.3%. As such, by far the 
greatest public good that regional cooperation arrangements can confer would 
be to help reduce conflict. 


Can regional cooperation contribute to reducing conflict? 


While the regional cooperation arrangements that flourished in Africa after 1990 
were arguably more a result of peace than a cause, it seems likely that they con- 
tributed to improvements in social peace in the continent. One effect of such 
arrangements is that they create larger political units that recast both ethnically 
driven politics and external security threats. Collier and Venables (2008) used 
counterfactual analysis based upon several econometric studies of growth in Africa 
to discuss the effects of country size on three public goods essential to prosper- 
ity: security, economic policy, and infrastructure. If Africa had formed a political 
union, they contend that, even taking greater ethnic diversity into account, 
the size of this union would have reduced the risk of civil war by some 14%; 
similarly, a united Africa would have muted neighborhood arms competition 
and reduced defense spending, under certain assumptions, from 3.2% of GDP 
to 2.496. Similarly, larger states would lead to better economic policies through 
several channels: a better civil service, a better media and thus more informed 
citizenry, and a faster pace of policy adjustment for economic reform. Finally, 
infrastructure benefits from economies of scale—particularly in transportation 
(e.g. rail), power, and connectivity. The links between infrastructure and trade are 
particularly important for resource-rich landlocked countries that need electricity 
for mining and have to export to global markets through neighboring countries. 

The trade agreements embedded in the regional agreements have arguably 
played a direct role in this process by augmenting cross-border commercial rela- 
tions.” Trade increases interdependence by raising the cost of conflict to the 
potentially warring states; moreover, trade is often accompanied by greater knowl- 
edge of neighbors and trading partners that evolve into cross-border friendships 
and business partnerships; and finally, RTAs typically entail new institutions for 
resolving commercial disputes before they escalate to conflict. Cross-country 
econometric studies seem to bear this out. Martin, Mayer, and Thoenig (2005) 
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found that bilateral trade expansion does tend to reduce intrastate conflict among 
members because, they conjecture, regional integration increases the opportu- 
nity cost of war. Mansfield and Pevehouse (2000) found that membership of an 
RTA significantly decreases the likelihood of armed conflict, a conclusion sup- 
ported by more recent evidence in the work of Lee and Pyun (2009). Martin 
et al. (2010) add an important qualification, namely that gains from RTAs and 
integration have to be sufficiently large before the conflict-dampening effects 
of RTAs gain traction. Chaffour and Maur (2011) highlight the institutional 
underpinnings to peace that arise from regional cooperation agreements, par- 
ticularly trade agreements. RTAs, they contend, provide “an infrastructure for 
institutional dialogue and cooperation,” with flexible instruments that comprise 
both binding and nonbinding legal agreements.^ 


Security is becoming a regional public good 


Africans, often building on previous agreements, are playing a more proac- 
tive role in resolving festering conflicts. One of the objectives of the AU is 
the promotion of peace and security on the continent. It established a Peace 
and Security Council (PSC) in 2004, with the right to intervene in coun- 
tries in situations of war crimes, genocide, and crimes against humanity. Any 
decision to intervene in a member state under Article 4 of the Constitutive 
Act will be made by the Assembly on the recommendation of the PSC. The 
AU worked on crises in Darfur, Comoros, Somalia, Democratic Republic of 
Congo, Burundi, and Cóte d'Ivoire, among others; participated in peacekeep- 
ing operations in Somalia and Darfur; and imposed sanctions against persons 
undermining peace and security. The PSC is in the process of overseeing the 
establishment of a "standby force" available to be deployed at short notice 
upon the resolution of the AU General Assembly. 

Beyond the AU, regional organizations are also actively involved in such 
initiatives. The Intergovernmental Authority on Development (IGAD) has 
been playing a weighty role in the Horn of Africa. Formed in 1986 as a suc- 
cessor organization to one dealing with a drought in the region, IGAD is 
comprised of Djibouti, Ethiopia, Eritrea, Kenya, Sudan, South Sudan, and 
Uganda. It was key in mobilizing troops for support of the government in 
Somalia beginning in 2006, and under the UN flag in 2007. Since the civil 
war began in South Sudan in December 2013, IGAD has led the mediation 
efforts of regional partners trying to end the conflict there. As the peace agree- 
ment signed in early 2016 broke down in July and civil war resumed, IGAD, 
the AU, and the UN were actively discussing sending in an armed force to 
protect civilians and try to reimpose peace—without the active support of the 
recalcitrant government. 

Another example is the ICGL’s effort to broker a peace deal in the Democratic 
Republic of Congo after the M23 rebellion that began in 2012. This organi- 
zation brings together Angola, Burundi, the Central African Republic, the 
Republic of Congo, the Democratic Republic of Congo, Kenya, Uganda, 
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Rwanda, the Republic of South Sudan, Sudan, Tanzania, and Zambia, with 
a focus on peace, democracy, and humanitarian issues. International pressure 
from external actors, plus the efforts of a UN-authorized South Africa-led 
force that included troops from Tanzania and elsewhere, eventually quelled the 
M23 rebellion. This was part of a larger understanding that the new military 
force would go after the FDLR, a Hutu-led militia dedicated to overthrowing 
the Rwandan government, as well as the other three dozen militias at large in 
the Kivu provinces of the Democratic Republic of Congo. Progress to date 
has been elusive, and the militias, while suppressed, still emerge periodically. 

A third example is the active condemnation of the violence in Burundi 
associated with President Pierre Nkurunziza’s decision to seek a third term 
in office. In May 2015, several demonstrators were killed precipitating a 
short-lived military effort to wrest control of the government from civilian 
authorities. Leaders of the ICGL meeting in Luanda issued a declaration con- 
demning both the violence and the unconstitutional change in government. 
The coup collapsed, though low-intensity strife continued into 2016 and seri- 
ous issues of governance remain. 

Finally, a continent-wide example of measures to reduce conflict and vio- 
lence is NEPAD's Peer Review Mechanism, which seeks to have governments 
voluntarily provide a review of all governance, peace, and security issues. The 
process is similar in some aspects to the OECD peer review, and consists of 
five stages including a participatory self-assessment, a peer review conducted 
by heads of state, and preparation of a national action plan to improve deficient 
areas. To date, 17 peer reviews have been undertaken. While not wholly suc- 
cessful yet, the process has created an African-led platform to discuss security 
issues and improve governance (Maru and El Fassi 2015). 


Economic integration agreements: design issues 


Preferential trade agreements: beyond tariffs to regulation 


The early African agreements only partially offset the problems of scale that 
followed independence. The early African agreements of the late 1990s were 
built around an import substitution model. These used high average external 
tariffs (and other barriers) to wall off member states from international compe- 
tition in an effort to create a larger internal markets that were highly protected. 
Weaknesses soon became apparent: as was also the case in Latin America, the 
costs of new import substitution industries were high and quality was lower 
than internationally available comparable products. Member states typically 
had similar technological levels and factor endowments, so potential gains from 
integrating complementary economies were limited, and trade growth natu- 
rally stunted. Trade diversion rather than trade creation was the rule rather 
than the exception." Over time, policy has moved away from import substitu- 
tion, and external barriers across the region have fallen, though not yet to the 
levels found in the more integrated regions of East Asia and Eastern Europe. 
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A second characteristic is that these regional trade agreements are not con- 
fined solely to tariffs and regulation of merchandise trade, but for the most 
part seek deeper integration that extends to common approaches to regula- 
tion, the liberalization of selected services, and in some case even monetary 
and political federation. The Southern African Customs Union (SACU) was 
born as a currency union from its founding in the first decade of the 20th cen- 
tury; and the West African Economic and Monetary Union (UEMOA) and 
the Central African Economic and Monetary Community (CEMAC) were 
formed as currency unions, arising from the Communauté financière africaine 
(CFA) experience. Beyond this, the EAC aspires to become a currency union 
before the end of this decade—though it seems improbable that this deadline 
can be met—and to eventually move toward political federation. Nearly all 
agreements include provisions that would permit the integration of selected 
services markets (including finance), customs regulations, and some investment 
provisions (Table 16.1). Less common are general provisions permitting labor 
movement and government procurement. 


Table 16.1 Different Coverage and Regulatory Content of RTAs 


CEMAC COMESA EAC ECOWAS SACU SADC UEMOA 


Type of CU & M CU QU' eu CU&M FTA CU&M 
agreement 
Aspired 
coverage: 
Currency Yes No Wes Wes Yes No Yes 
Goods Yes Yes Yes Yes Yes Yes Yes 
Services Some Some Some Some Some Some 
Customs* Yes Yes Yes Yes Yes Yes Yes 
Intellectual No Wes Wes Yes Yes Yes 
Property 
Investment Yes Yes Yes Yes Yes Yes 
Labor Yes Yes Yes 
Competition Yes Yes Yes 
Dispute no Yes Yes Yes Wes Wes 
Resolution 
Govt. Yes 
Procurement 
Political Yes Yes 
Federation 


Source: WBG RTA database; WTO RTA database; World Bank (2005); Chauffour and Maur 
(2011). 


Notes: CU = Currency union, M = Monetary union, FTA = Free trade agreement. *includes 
non-tariff measures. 
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Most RECs have set up procedures to reduce nontariff barriers. COMESA, 
SADC, and the EAC, for example, have set up an online registry that enables 
private operators and government officials to register complaints, which can 
then be resolved bilaterally. By 2013, according to UNECA, 329 complaints 
were lodged using these systems, and 227 were resolved (UNECA 2013, p.7). 
Nontariff barriers still persist, however: the EAC has set up a website with a list 
of nontariff barriers that are scheduled for removal or otherwise under discus- 
sion (see Kirk 2012) and SADC is doing likewise (see Gilson 2012). 

Many of the agreements purport to allow freer movement of labor, espe- 
cially for professional services. For example, COMESA, SADC, and CEMAC 
all now grant variations of a 90-day visa on arrival to citizens of states which 
are members of the FTA protocol; ECOWAS 1s taking this further by creating 
an ECOWAS passport that will replace national passports; within the EAC, 
Kenya, Rwanda, and Uganda have a bilateral agreement to allow citizens to 
freely establish themselves for work purposes in these EAC countries; Rwanda 
now issues visas on arrival to all African citizens (UNECA 2013, p.4). 


Collaboration on border crossings 


Governments in Africa have developed regional arrangements to promote sev- 
eral collaborative efforts to deepen trade ties—importantly, trade facilitation, 
physical infrastructure, and services. 


Trade facilitation 


Intraregional trade shares remain low relative to East Asia, Europe, and North 
America. One reason is high transportation costs. Reducing delays at the bor- 
der and in transit can have a dramatic effect on reducing costs—and therefore 
on increasing exports. Even though time to market has been decreasing in 
Africa, exporter and importers there still require 50% more time than those 
in East Asia. These delays are compounded by the fact that 16 of Africa's 
47 continental countries are landlocked: as these are already far from mar- 
kets, crossing multiple borders with heavy delays drives up costs. Freund and 
Rocha (2011) estimate that trade volumes are 16% lower than what would be 
expected from normal gravity model relationships, and the difference is almost 
wholly accounted for by the time-to-export variable intended to proxy trade 
facilitation. A one-day reduction in inland travel times is equivalent to a 2% 
decrease in trading partners’ import tariffs. 

The overlap in PTAs and differences in tariff rates, nontariff measures, and 
rules of origin mean that the tariff code is extremely complex to administer. 
The same good may be subject to a different tariff depending on its origins 
and the paperwork submitted by the trader. Additionally, the level of train- 
ing of customs agents is frequently not commensurate with the complexity 
of the tasks.? Delays at borders are common: Hummels (2001) calculates that, 
on average, a one-day delay drives up costs by about 0.8% around the world, 
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and Djankov, Freund, and Pham (2010) found that each day in transit had the 
effect of reducing trade volumes by slightly more than 1%, on average. 

For these reasons, trade facilitation is a major component of regional coop- 
eration. Governments throughout Africa are paying much more attention to 
streamlining border crossings. In East Africa, for example, governments are 
working closely with the DFID-financed Trademark East Africa to comput- 
erize forms on both sides of the EAC border, create one-stop registration 
procedures, and harmonize the various agencies at the borders to reduce 
crossing times. R TAs provide a forum in which to discuss time savings in 
harmonization or mutual recognition of standards, cabotage rules governing 
trucking, insurance issues, and other regulations (see Rippel 2012). 


Collaboration on physical infrastructure 


Virtually all of the RECs have begun some form of joint planning for road and 
rail development as a way of promoting further integration. One example is the 
effort to complete the missing links in the Trans-African Highway. In 2012, 
African ministers of transportation adopted a region-wide plan that included 
network routes, design standards, and harmonization of safety, social, and envi- 
ronmental norms. Collaborative planning of international roads is now well 
established in virtually all the regional agreements. Similar efforts are underway 
in rail and air transportation (see UNECA 2013). Collective action, especially 
on transportation issues, is not confined to established groups. For example, 
the countries of the EAC’s Northern Corridor (mainly Rwanda, Uganda, and 
Kenya) have been coordinating several projects, including a standard gauge 
railway project (US$13.5 billion) and a single airspace arrangement, signed last 
year during the 8th Northern Corridor Integration Projects Summit held in 
Nairobi, Kenya (All Africa News 2015). 

Energy development is another area of regional cooperation in Africa. All of 
Africa has installed capacity for generation of about 90 GW, about half of which 
is located in South Africa. The entire population of Africa uses less electricity 
per year than Spain, and two-thirds of Africans—620 million people—do not 
have access to electricity (Africa Progress Panel 2015). The implication of this 
for trade and growth is profound. Firms across the region report that a measur- 
able portion of sales annually are lost because plants suffering blackouts have to 
be shut down (Figure 16.4). 

Regional collective actions, often with the support of donors, are helping 
to ameliorate these deficits. For example, the East African Power Master Plan 
was completed in 2011. It outlines the least-cost generation and transmission 
program for meeting regional electricity demand for 2013—38, and contains pro- 
visions for interconnection codes that will regulate transmission system design 
and technical operational requirements with common standards. Similarly, the 
West African Power Pool continued efforts to update the ECOWAS Master 
Plan for Production and Distribution adopted in 2011. ECOWAS intends to 
establish a regional electricity market (see UNECA 2013). 
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Figure 16.4 Duration of Electrical Outages and Impact on Business Sales in 
Selected African Countries. 


Source: World Bank (2014); IEA analysis. 


Notes: CAR = Central African Republic. Data is from the last available business survey for 
a given country. 


No less important for connectivity than power and transportation 1s broadband 
access. Ten countries began working together in 2003 to bring broadband 
access to Africa through undersea fiber optic cables. The Eastern Africa 
Submarine Cable System (EASSy) was inaugurated in 2010 and runs from 
Mtunzini in South Africa to Port Sudan in Sudan, with landing points in nine 
countries and connections in at least ten landlocked countries (Figure 16.5). The 
US$200 million project delivers direct connectivity between East Africa and 
Europe/North America, with interconnections to the Americas, the Middle 
East, and Asia. 


Collaboration on services 


African services markets are not the most closed in the world: using the World 
Bank's Services Trade Restrictiveness Index (STRI), Africa compares favorably 
with East Asia and the Pacific, though it is far more closed than Latin America 
and Eastern and Central Europe, as well as the OECD in general. Indeed, 
only seven of the 22 African countries have restrictions that exceed the world 
average. Among services, the most restricted are to be found in professional 
services, telecommunications, and transportation. These sectors are among 
the most important in terms of inputs into the growth process, both for the 
domestic production and exports. Restrictions in transportation include cabo- 
tage rules that limit the cargos that trucks registered in one country can deliver 
to another; monopoly air transportation rights given to particular airlines that 
reduce service and drive up costs; state monopolies in rail traffic that often dete- 
riorate into poor, high-cost services; and differing standards (e.g. axle and load 
requirements), which can restrict transit and cause trucking companies to waste 
valuable time loading and unloading. 
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Even though many sectors are relatively open, such as retail trade, others 
remain comparatively closed, such as finance, telecommunications, and pro- 
fessional services—at least as measured by the regulatory approvals necessary 
to enter the market. RTAs in Africa have not gone far regarding including 
services liberation. The EAC, like other agreements, does provide for some 
foreign entry (mode 3) in retail and cross-border supply, such as with digi- 
tal services. Dihel, Fernandes, and Mattoo (2012) show how restrictions in 
professional services hamper growth by making it difficult for firms to access 
the knowledge and talent of lawyers, accountants, and engineers from foreign 
countries. The EAC’s review of trade in services found 63 instances of laws 
that conflicted with EAC protocol provisions, mostly in professional services 
(73%) and road transportation (24%) (East African Community 2014). 

Some initiatives are encouraging. The Northern Corridor countries of the 
EAC—Rwanda, Uganda, and Kenya—have begun issuing a single joint East 
African visas to foreign tourists. These same countries have also promoted tel- 
ecommunication competition by banning roaming charges within the EAC; 
officials report that, as a consequence, usage has risen, prices to consumers have 
come down, and profits of companies have gone up. On balance, however, 
using services negotiations in RTAs in order to anchor more open markets 
in services, increase competition in their supply, and lower input costs is an 
opportunity that has been largely missed. 


Effects of RTAs on trade and growth 


Whether regional cooperation contributes to sustained peace and prosper- 
ity in the long run depends heavily on whether arrangements also contribute 
to increased trade, productivity, and rising incomes. Regional cooperation 
arrangements can affect trade and investment, and, through trade, economic 
growth. There is an abundant literature that shows that, in general, trade tends 
to raise growth rates over time, especially when combined with complementary 
policies affecting investment climate.” But do R TAs contribute to expanding 
trade? De Melo and Tsikata (2014) point to three ways regional agreements can 
increase trade: reductions in tariffs between members; reductions in nontariff 
measures; and improvements in trade facilitation, regional infrastructure, and 
policies and regulations that reduce trade costs. They found that in four of the 
six regions studied, intraregional trade (as measured by imports) has grown at 
about the same pace as external trade; the exceptions are the Pan-Arab Free 
Trade Area and SADC, where intraregional trade grew faster (Figure 16.6). 
Even so, the share of intraregional trade remains uniformly low—below 15% 
of the total trade in all agreements. 

An issue of importance is whether increases in intraregional trade are truly 
new trade creation or are simply trade diversion with associated income losses. 
De Melo and Tsikata (2014) looked at this question in detail through the 
lens of different methodologies and conclude that “no clear pattern emerges 
across the RECs.” ECOWAS, SADC, and UEMOA seem to benefit from 
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Figure 16.6 Intra-regional Imports as Percentage of Total, Before and After 
RTA Effectiveness. 


Source: DOTS, IMF (2013). 


Note: The red dot on the plot line in each panel indicates the agreement’s implementa- 
tion date (and when the organization becomes active, in the case of ECOWAS). UEMOA 
countries are excluded from ECOWAS. The spike in the ECOWAS import share in 1980 


was due to zero import activity in Nigeria that year. 


trade creation, while EAC evidence suggests trade diversion. Trade openness 
for all RTA groups seems to increase but not directly attributable to RTAs. 
Calculating an “average distance ratio” between regional trade and extrare- 
gional trade based on gravity models suggests that extraregional trade costs have 
fallen more rapidly than within regions, and it is only the EAC where internal 
costs have fallen faster, “displaying a regionalization of trade” (De Melo and 
Tsikata 2014). They also implicitly compare the findings within Africa to those 
in Head and Mayer (2013)’s detailed review of the gravity model literature; 
the latter finds that FTAs worldwide increase trade by an average of 32% 
after controlling for other factors (e.g. distance, relative size, etc.), albeit with 
considerable variance around the mean. Trade effects of common currencies 
are even larger. By comparison, increases in African trade appear to be much 
smaller. Acharya et al. (2011), using different time period and gravity models, 
also found evidence of trade creation within RTA regions. 
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In one of the most recent and Innovative studies, Mayer and Thoenig (2016) 
assessed the consequences of existing and prospective trade integration in the 
EAC using a procedure that combined gravity model estimations with CGE 
prospective analysis. They found that the EAC customs union has been very 
successful in increasing bilateral trade among members by 213% on average. 
This is much more than COMESA, which led to an increase of 80%, or the 
SADC, which led to an increase of 110%. Moreover, the trade gains propelled 
improvements in income. Real GDP was estimated to have risen by 0.45% in 
the EAC relative to the counterfactual. Finally, the formation of the EAC has 
contributed to peace in the Great Lakes region. The statistical risk of bilateral 
conflicts between members was estimated to have decreased by 12%. 

Moreover, using a prospective approach, they calculate that efficient imple- 
mentation of the EAC common market area would lead to a further doubling 
of the gains in welfare achieved so far. They also find, however, that an EAC 
common currency is estimated to have only small trade and welfare effects 
that may not justify the risks and costs associated with it. The estimated ben- 
efits from integration with COMESA and SADC are relatively small, largely 
because the EAC already overlaps with both regional trade agreements, so the 
main value in the TFTA would lie in paving the way to a continent-wide free 
trade area. 

A balanced reading of this literature would lead to the conclusion that the 
regional trade agreements have had an overall positive effect on overall trade 
and trade within the region, but have played a role secondary to trade expan- 
sion with global partners in contributing to the trade-led growth experienced 
in the last two decades. Still, it seems clear they have not fulfilled their full 
promise. Several factors account for this. First, the economies within regions 
produce many of the same products, so when comparing developments before 
and after a relatively short period, the gains from merchandise trade integration 
are likely to be low. Second, implementation of agreements has often lagged 
behind stated aspirations, so joining in one period may not confer benefits in 
the years immediately following the agreement. Third, reductions in intrare- 
gional tariffs have been offset by persistent nontariff barriers in the form of 
standards, trade delays at the border, and other factors—see Brenton and Isik 
(2012) and Cadot and Malouche (2012) for a full discussion. Beyond this, 
implementation of provisions anticipating reductions in barriers to trade in 
services, capital markets, common standards, government procurement, com- 
petition policy, and labor law have not been implemented in a timely fashion 
in virtually any agreement (East African Community 2014). 

De Melo and Tsikata point to another, arguably more fundamental flaw in 
the sequencing of liberalization: “Until recently at least, regional integration 
in Africa was founded on a 20th century exchange of market access at the 
expense of outsiders and on the “linear model of integration” that neglected 
the importance of tackling behind-the-border impediments to trade. With 
the reduction in trade costs and subsequent fragmentation of production, 21st 
century regionalism is about a new bargain: an exchange of domestic market 


Regional public goods in Africa 353 


reforms for FDI which brings home the services activities necessary to partici- 
pate in the global value chain” (East African Community 2014, p.19). 

The slow progress on trade facilitation and slow integration of services mar- 
kets and their resulting high costs has undermined the otherwise positive trade 
benefits of RTAs. 


Conclusions 


Have regional cooperation efforts in Africa contributed to a more peaceful 
and prosperous Africa by providing RPGs? While there is a lack of convincing 
econometrics to justify hard conclusions, the evidence seen through the lens 
of a 40-year history points to an affirmative answer. Small market economies, 
riven by ethnic divisions and insecurity, cannot grow. Landlocked coun- 
tries, even with good governance, are too small to grow without access to 
neighboring markets, transportation to coasts, and access to global markets. 
Since independence, governments throughout the region have concluded an 
increasing number of agreements spanning politics, policy, and commerce; 
the intensity of economic linkages within regions has deepened, and regional 
cooperation has moved progressively into new areas of commerce, policy, and 
politics. Along the way, countries have exchanged market access and relin- 
quished aspects of sovereignty to regional rules. This process has unleashed a 
dialectic of collective action that has resulted in access to wider markets, new 
investment, and new forms of collaboration. And this has contributed to raising 
incomes and reinforcing peace. 

Moreover, the last three decades have seen ever more serious attempts by 
African leadership to provide security arrangements that lay the foundation 
for peace, a prerequisite for growth. Regional organizations have provided 
platforms for discussing boundary disputes, ending civil wars, and curbing 
excessive government repression and social conflicts. These efforts have not 
always been successful, and conflicts persist in several parts of Africa, driving 
down growth. In fact, violence may increase as growth weakens with the end 
of the commodity boom and a youth bulge of jobseekers enters a tighter labor 
market. Still, recent upsurges in violence seem more a function of these phe- 
nomena interacting with radical ideologies, drugs, and criminality than they do 
with more overt political, tribally based violence of past decades—presenting a 
new challenge to collective regional action. 

Despite some obvious progress, regional cooperation agreements, when 
measured through the narrow lens of merchandise trade growth, have argu- 
ably fallen short of realizing their full potential to spur growth through deep 
integration. While growth in Africa, especially in nonconflict Africa, has 
recently been high by historical standards, intraregional trade has been only 
a weak driver of this growth, at best keeping pace with the growth of the 
economy. Moreover, diversification of export portfolios has proceeded slowly, 
and African regional groupings have had only incipient success in tapping into 
global value chains (see Kowalski et al. 2015). 
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There are several reasons for this lackluster trade performance. The most 
significant reason is probably the fact that similarities in economic structure 
permit far fewer gains from trade and specialization than trade with the rest 
of the world does. With manufactures accounting for a relatively low share of 
national output and relatively similar factor endowments and relative prices, 
the opportunities for intra-industry trade based on different factor prices are far 
more limited. Second, implementation has suffered the particularistic exclu- 
sions driven by private interests that are typical of all trade deals. These include 
product exclusions from free trade agreements, nontariff barriers, onerous rules 
of origin, incompatible standards, and regulatory barriers, which have under- 
mined the otherwise beneficial attempts to liberalize trade and investment.’ 

Inappropriate sequencing, particularly of services liberalization, may be the 
most important policy-amenable obstacle. De Melo and Tsikata (2014) insight- 
fully argue that politicians have focused excessively on goods liberalization to 
the exclusion of implementing other provisions that might be more important 
in expanding trade-led growth. They argue that the sequencing of RTAs in 
Africa has too often followed an “old model” in which goods are liberalized 
first, followed by trade facilitation, and then later—often much later—by ser- 
vices, which they claim is inappropriate in a world where value chains give 
primacy to trade logistics with their heavy reliance on service inputs. Efficient 
services—lower-cost transportation, telecoms, ports, accounting, and legal ser- 
vices—are central to growing merchandise and services exports (Mattoo and 
Sauvé 2011). Hoekman and Shepherd (2015) have shown that they are even 
more important for productivity growth in manufacturing—and that restric- 
tive regulations are a major cause of underperforming services. 

Collier and Venables (2008) argue that the shortcomings in regional inte- 
gration in Africa stem not from a failure to fully implement trade agreements, 
but from an excessive focus on trade to the exclusion of political and therefore 
policy integration. Regional trade agreements tend to exacerbate inequalities 
between rich and poor countries, and rich cities and poor countryside, creat- 
ing interest groups that undermine the implementation of agreements. They 
write that “The forces unleashed by scale economies . . . imply further forces 
for divergence . . . Hence, the politics of regional integration schemes among 
low-income countries are almost inevitably going to be fraught. A more prom- 
ising alternative would be to base political union not on trade but on economic 
policy making and infrastructure where the scope for mutual gains is likely to 
be much greater" (Collier and Venables 2008, p.31). 

While one might quibble with several aspects of this formulation," the 
thrust of this admonition has apparently been heard. Countries are collabo- 
rating ever more on regional infrastructure and common economic policies. 
Among the aspects of economic integration, an impressionistic assessment 
would point to the important role of collective action on infrastructure. 
Increasing the supply of electric power, reducing transportation costs, and 
enhancing connectivity have huge and immediate benefits that increase eco- 
nomic opportunity. Similarly, coordination of macroeconomic and regulatory 
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policies—for example, trucking regulations or product standards—lead to an 
enormous pay-off for low-cost investments. These elements of regional coop- 
eration may well imply larger returns for the time policy makers invest in 
them than if they were to focus on tariff policy. It may also be the case that 
economists analyzing regional cooperation have focused excessively on only 
one element of success—trade creation—rather than recognizing the syner- 
gies that RTAs have for promoting collective action in other arenas, including 
peace and security. 

The next phase of regional integration presents a challenging agenda. 
Conflicts still abound, and African leaders have their hands full. They are likely 
to enjoy ever less support from the big powers, whose attention is drawn to 
events elsewhere, such as clashes in the Ukraine and mounting tensions in 
the South China Sea, as the politics of austerity that have followed the Great 
Recession exact their toll on domestic political comity and erode past con- 
sensus on development assistance. The emergence of global value chains as a 
central feature of the world economy presents an opportunity for a new form 
of industrialization, but Africa, with its high trade and infrastructure costs and 
thick borders, will have to create more efficient services if it is to capitalize 
on its enormous natural resources and use globalization to create a dynamic 
productive base. In this new world of trade in tasks and services, Africa’s com- 
paratively high external tariffs will have to give way to a more open regionalism, 
where its producers can have access to inputs and the latest technology at world 
prices (a lesson to be learned from East Asia). Finally, the pace of implementing 
accords for regional integration will have to accelerate if the region wishes to 
maintain its recent high growth rates and accelerate its development. The role 
for regionally provided public goods in this process will only expand. 


Notes 


1 The author would like to thank Jaime de Melo of the University of Geneva, and the 
editors, Antoni Estevadeordal and Louis Goodman, for their thoughtful comments. 
Any errors remain the responsibility of the author. 

2 The paper looks only at regional agreements in Africa and does not deal with 
North-South agreements. The most prominent North-South agreements include 
the Economic Partnership Agreements between the EU and the major sub-regions 
in Africa, which began to be signed from 2008 onward. The EU also has a separate 
trade agreement with South Africa. The EFTA countries—Iceland, Liechtenstein, 
Norway, and Switzerland—have also signed FTAs with Morocco and SACU. The 
USA has only one FTA with an African country, Morocco, signed in 2006, though 
others are under consideration. 

3 These initiatives included: the Lagos Plan of Action (1980), the Final Act of Lagos 
(1980), Africa Priority Programme for Economic Recovery (1986-1990), the 
African Alternative Framework to Structural Adjustment Programme (1989), the 
African (Arusha) Charter for Popular Participation and Development (1990), and 
the Abuja Treaty (1991), among others. Later, in 2002, the OAU gave way to the 
more ambitious African Union, with its executive functions, parliament, and peace- 
keeping mandates. 
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4 Regional cooperation arrangements in Africa date back to the turn of the twentieth 
century when, under the aegis of British rule, the South African Customs Union was 
established in 1910, comprising the Union of South Africa and the High Commission 
Territories of Bechuanaland, Basutoland and Swaziland. In 1969, when these territo- 
ries became independent, the agreement went on to comprise the Republic of South 
Africa, Botswana, Lesotho, and Swaziland, and Namibia joined after its independence 
in 1990. The Abuja Treaty was significant because it attempted to lay out a roadmap 
for African unification. 

5 As early as 1889, Wilfred Pareto noted that “customs unions and other systems of 
closer commercial relations [could serve] as a means of the improvement of political 
relations and maintenance of peace” (quoted in World Bank 2005, p.38). 

6 Miroudot writes: “BITs influence the policy determinants of FDI, but PTAs also 
improve the economic determinants and have been found to have a stronger impact 
on investment” (Miroudot 2011, p.320). 

7 The World Bank (2005) calculated intra-regional trade and external imports and 
exports for many agreements worldwide using data for 1948-2000. African agree- 
ments, save for SACU and possibly ECOWAS, showed signs of trade diversion in 
these calculations; namely, trade with the world decreased while intraregional trade 
increased, controlling for other factors. 

8 Several reviews highlight the fact that rules can be overly restrictive—though 
according to some analyses rules of origin in African RTAs are less restrictive 
than say in NAFTA (see Estevadordal and Suominen 2003, and Brenton 2006). 
In fact, for many products in these several agreements, the preference margins 
are so low that traders find it cheaper to pay the MFN tariff than fill out the 
paperwork. 

9 Newfarmer and Sztajerowska (2012) reviewed 14 econometric studies since 2000 
(roughly the year of Dani Rodrik’s trenchant critique of the early studies), and 
noted that 13 found that trade had a positive and significant impact on growth. 
This relationship holds true for Africa. An important qualification is that realizing 
the potential benefits of trade opening requires complementary policies affecting the 
investment climate (particularly regulation), social safety nets, and trade facilitation 
(see Hoekman and Olarrega 2007; Bolaky and Freund 2004; and Winters 2004). 
Brückner and Lederman (2012) adopted econometric techniques that correct for 
the endogeneity bias associated with reverse causality and omitted country variables. 
Their control variables included rainfall, OECD growth, and political institutions, 
among others. They found that trade openness causes economic growth: a 1% 
increase in the ratio of trade over gross domestic product is associated with a short- 
run increase in growth of approximately 0.5% per year, and with an even larger 
effect in the long term, reaching about 0.8% after ten years. Ethnic conflict can 
obviously undermine this relationship. 

10 Comprehensive reviews of these can be found in EAC (2014); K'Ombudo et al. 
(2014); Argent (2014). 

11 It is not clear that those living in landlocked countries or in small cities are likely 
to lose in absolute terms from enhanced integration, any more than Arizona loses 
from integrating with California or Norway does with Europe. Moreover, it is hard 
to argue that the small landlocked countries are the source of political drag on 
implementation. For example, Rwanda joined the EAC despite the fact that early 
modeling indicated the country might suffer welfare losses (Carrére and De Melo 
2008); and Rwanda has been a strong proponent of liberalizing accords within the 
EAC since joining—with continued high growth. 
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